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PREFACE 

As indicated by its title, this volume is the first unit of a series 
of four texts and practice sets in elementary and advanced ac- 
counting theory and practice, systematizing and cost accounting. 
Unit II of the series has already been published. 

The present unit is designed to provide a first year's coiu'se in 
bookkeeping and elementary accounting. While the work does 
not presume any previous training or experience in bookkeeping, 
yet the principles are presented in such a way, the ground 
covered is so much more extensive than that of routine book- 
keeping, and the assigned exercises are of such a practical 
character that any one with some prior knowledge of bookkeeping 
who desires to review the subject thoroughly would find such a 
knowledge of assistance and could complete the assigned work 
with profit. A maximum amount of practice material has been 
provided which may be reduced at the discretion of the instructor 
in order to meet the demands of his particular coiu'se or the needs 
of his students. 

The present volume is not intended to duplicate the work of 
the several excellent texts which have been published on account- 
ing theory, but rather to be used in conjunction with them. 
While a few of these texts are supplemented by practical problems 
and exercises, yet the authors have found in their own experience 
that there is a decided lack of practice material which develops 
the principle of bookkeeping logically and in conformity with 
good practice, which affords opportunity for intensive and sus- 
tained effort on the part of the student, and which at the same 
time is adapted to the point of view of college and university 
students. It is this particular need which the authors have 
attempted to fill. 

A student of accounting, even though of college age, can hardly 
expect to master the problems of higher accounting, auditing, 
systematizing, and cost accounting without first having studied 
thoroughly the principles of bookkeeping and without having 
had sufficient drill in applying those principles. Lengthy dis- 
cussions of the theory of accounting have therefore been avoided 
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in the belief that such study may well be deferred until the 
student has learned the art of keeping books; at the same time, 
enough text matter has been suppUed to establish sound prin- 
ciples and to give the student a background for his work. 

In the opinion of the authors, the ledger account which forms 
the basis for the classification of all business transactions, is the 
logical point from which to develop a knowledge of bookkeeping. 
The text begins with a discussion of the theory of debit and credit 
and its application to the simpler accounts such as cash, personal 
accounts, notes receivable and payable, purchases, sales, expenses, 
and proprietorship accounts. Practice is then given in journaliz- 
ing a series of simple transactions in which such a classification 
of accounts is illustrated. Following this, the various journals 
of original entry are developed, and exercises assigned illustrating 
the use of each. At logical points, some of the more technical 
accounts are introduced and their functions explained and ap- 
plied by means of problems and exercises. The more common 
commercial papers are given the attention which they deserve, 
and a thorough study is made of controlling accounts, special 
ledgers, columnar books of account, the more simple reserve 
accounts, adjusting entries, the use of the trade acceptance, and 
other topics which may well be considered in the first year's 
work. 

All of the principles mentioned above are embodied in a 

"business practice set" which forms the major part of the year's 

work. This exercise consists in writing up a complete set of 

books illustrating actual business conditions and a bookkeeping 

routine and procedure which resemble as closely as possible those 

found in actual practice. Numerous supplementary exercises 

of a practical and interesting character are provided in preparing 

financial statements for varied types of business and in making 

adjustments and fiscal closings. 

The Authors. 

Boston, Massachusetts, 
September J 1918. 
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ACCOUNTING, 
THEORY AND PRACTICE 

PART ONE 

CHAPTER I 
GENERAL PRINCIPLES 

Bookkeeping may be defined as the process of recording business 
and financial transactions in appropriate books. The books thus 
kept become a diary of business events; they contain a complete 
history of the progress of the business, and enable those interested 
to obtain, at stated intervals, information regarding its financial 
condition. 

There are two methods of keeping books which may be 
employed, known respectively as double entry and single entry, 

DovbU entry is a nanle given to that method of keeping books 
which is based upon scientific principles. The first principle 
underlying this method is that every business transaction, regard- 
less of its nature, is an exchange of value in one form for value in 
another form; as the value of the thing received from an economic 
standpoint, is always equal to. that of the thing given, there 
results what is called the ''equation of exchange." A complete 
entry for a transaction must record both the thing received and 
the thing given; when this is done, it is apparent that the result 
is a double entry, and it is from this that the method derives its 
name. 

Single entry is a name given to that method of keeping accounts 
which does not recognize the principle that it is necessary to 
record both sides of the exchange, the entry being made only 
for that part of the transaction in which one is most inter- 
ested. The method obviously results in an incomplete or one- 
sided record of transactions and is therefore not usually found in 
practice where importance is attached to soimd principles of 
bookkeeping. 

1 
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Its use is confined mainly to small businesses in which the 
bookkeeping is not in competent hands, to societies and small 
institutions, and to the accounts of private individuals and some 
professional men. When used, this method consists as a rule of 
nothing more than a record of cash received and paid and in 
mercantUe houses of a record of accounts with persons with which 
the firm has dealings. 

In the application of the principles of double entry, two tech- 
nical terms are used, viz. : debit and credit. These terms apply 
to the two-fold effect of every transaction, debits relating in 
general to values received, and credits, to values given. 

For convenience in classification, things received are always 
placed to the left side of a group of items, while things given 
appear to the right. 

An account is a group of items of hke character. It is divided 
into two parts, the left, or debit side, being for items of that class 
which have been received, the credit side, for items which have 
been given. For example, a Cash account is a collection of cash 
receipts and disbursements, receipts being shown on the left 
side as debits to the account, while payments are shown to the 
right as credits. 

Accounts may be broadly classified under four heads, as 
follows : 

(a) Accounts with cash, promissory notes, trade acceptances, 
and other media of exchange. 

(6) Accounts with persons. 

(c) Accounts with property. 

(d) Accounts with income or profit, and with expenses or 
losses. 

The ledger is the book of accounts — ^it is the book in which the 
debit and credit items arising from all business transactions are 
assembled imder their proper titles and on the proper sides of the 
accounts. 

A book of original entry is one in which entries are made for 
all transactions as they occur, thus providing a complete history 
of each transaction. In a well planned bookkeeping system, 
separate books are provided for transactions of a certain type, 
thus giving a proper classification of all the trading and financial 
activities of the business. Thus the cashbook is a book of original 
entry in which cash receipts and payments are recorded; the sales 
journal contains a record of all sales; the purchases journal, a 
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record of all merchandise purchases; while the general journal, or 
the journal, as it is commonly called, is used for all transactions of 
a general or miscellaneous nature. It is from the books of original 
entry that all debits and credits are summarized in the ledger. 

Definition of Terms. — ^A single proprietorship is a business 
conducted by one person. 

A partnership is a business formed as the result of an agreement 
between two or more individuals to contribute thereto their 
individual capital, skill, and labor, with the imderstanding that 
profits are to be divided or losses borne in certain proportions. 

A corporation is a legal organization effected under the laws of a 
particular state by which a business is conducted under a distinct 
name and independently of the members which compose it. 
The ownership interest is represented by transferable shares of 
stock, the owners of which are called stockholders. 

An asset is anything of value owned by a business. It may con- 
sist of any kind of property, personal or real, tangible or intangi- 
ble. An asset is frequently spoken of as a resource. 

A liability is a debt or an obligation of a business. 

Proprietorship relates to the owner's or proprietor's interest 
in a business. This is determined by the following equation: 

Assets — LiabiUties = Proprietorship. 

In a single proprietorship, this interest is represented by ac- 
counts with the proprietor showing his investment, drawings and 
accumulation of profits; in a partnership, such accounts would be 
kept with each partner; in a corporation the ownership interest is 
shown by an account with Capital Stock and with Surplus. 

The proprietorship interest is usually expressed by the terms: 
Net worthy present worth, or capital. 

The investment relates to the amount of cash or other property 
contributed to a business by a proprietor, partner, or stock- 
holder. 

A Balance Sheet is a statement of the assets, Uabilities and 
proprietorship of a business as of a certain date. This statement 
gives expression to the proprietorship equation stated above, and 
its purpose is to show the exact financial condition of a business. 
This statement is also called a Statement of Resources and 
Liabilities or a Statement of Assets and Liabilities. 

A profit results from the sale of a conmiodity at a price in, 
excess of its purchase price or cost of production. 
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The term incomef while often used in the same sense as profit, 
relates more accurately to the return realized from labor, from a 
profession, from invested capital, or from property. 

A loss results from the sale of an article for an amount less than 
the purchase price or cost of production; this term is conmionly 
used in bookkeeping in the same sense as the word expense, 
referring to the necessary costs of expenses of carrying on a 
business. 

A Profit and Loss Statement is a statement of the profits and 
expenses of a business of certain period, such items being ar- 
ranged in such a manner as to give detailed information regarding 
the trading activities of the business and showing the final net 
profit or loss for the period. This statement is also called a Loss 
and Gain Statement, or a Trading and Profit and Loss Statement. 

A fiscal period relates to a certain period of time at the close 
of which financial statements are prepared and the books of 
account closed. A fiscal period is usually a year in length, 
although the term may refer to a semi-annual or quarterly divi- 
sion of the year. 

In general, business concerns may be grouped under the heads 
of trading or mercantile houses, and manufacturing concerns. 

A trading or mercantile concern buys and sells a finished prod- 
uct; a manufacturing concern buys raw material and employs 
labor in the conversion of that raw material into a finished prod- 
uct, which is then sold. 

Two other classes of business are wholesale and retail. The 
wholesale house buys from the jobber or manufacturer in large 
quantities and sells to the retailer. A retail house buys from the 
wholesaler and sells in turn to the consumer. 

An inventory is an itemized list of goods or other property 
on hand as of a certain date. 

Certain Accounts Peculiar to a Mercantile or Trading Business. 

— Following is a list of a few elementary accounts siich as would 
be found in almost any business. 

Cash 

Accounts Receivable 

Accounts Payable 

Notes Receivable 

Notes Payable 

Proprietor's or Partner's Capital 

Proprietor's or Partner's Drawings or Current Account 
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Proprietor's or Partner's Salary Account 

Purchases 

Sales 

Purchase Returns and Allowances 

Sales Returns and Allowances 

Freight and Cartage In 

Buying and Receiving Expense 

Selling Expense 

Delivery Expense 

Credit and Collection Expense 

General Administrative Expense 

Maintenance of Real Estate 

Land 

Buildings 

Furniture and Fixtures or Office Equipment 



Prior to taking up the study in detail of these ledger accounts, 
the following simple exercises may be used in an oral discussion of 
the elementary principles of debit and credit, their relation shown 
to certain of the above ledger accounts and the equation of 
exchange that exists in all business transactions pointed out. In 
connection therewith it will be observed that the following 
general rules apply to debiting and crediting all accoimts. 

General Rules for Debiting and Crediting. 

1. Debit the receiver, the thing received, and that which repre- 
sents an expense or a loss. 

2. Credit the giver^ the thing given, and that which represents 
a profit or an income. 

In explanation of the first rule stated above, "the receiver" 
refers to the person or firm which receives something of value from 
the business; the "thing received," to the cost of the property or 
commodity acquired under whatever account it is to be classified; 
an "expense or a loss," to any expense or loss incurred in 
conducting the business under whatever accoimts such items 
are to be classified. 

In the second rule, "the giver" refers to the person or firm giv-\ 
ing value to the business; "the thing given," to the cost of the 
property or commodity parted with by the busines; "an income 
or a profit" to any profit made, or income derived by the business 
from any source. 
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EZBRCISE A 

L Thomas Green invests cash, $5000 in a business. 
2. He buys merchandise for cash amounting to $500. 
8. He sells merchandise for cash amounting to $300. 
4. He sells merchandise for cash amounting to $100. 
6. He buys merchandise for cash amoimting to $750. 

6. He buys merchandise on accoimt from Theodore Smith amounting 
to $475. 

7. He pays rent for January in cash, $150. 

8. He sells merchandise for cash amounting to $000. 

9. He sells merchandise on account to H. B. Marcus amounting to $348. 
10. He withdraws cash for personal use, $50. 

EXERCISE B 

1. Bought merchandise for cash, $700. 

2. Paid rent of store for one month, $100. 

3. Sold merchandise for cash, $500. 

4. Bought merchandise from Thomas Stewart on account, $1500. 
6. Bought merchandise for cash, $600. 

6. Sold merchandise to A. J. Howard on account, $550. 

7. Paid clerks' wages for week, $120. 

8. Received note of 30 days from A. J. Howard in payment of bill for 
$550. 

9. Gave note to Thomas Stewart for $1000 to apply on account. 

10. Sold merchandise to A. Jones & Co. on account, $320. 

11. Bought merchandise from Thomas Stewart on account, $500. 

12. Paid Thomas Stewart $250 to apply on account. 

13. Paid telephone bill for month, $20. 

14. Proprietor withdrew cash, $25. 

16. Sold merchandise to J. C. Carter on account 30 days, $200. 

EXERCISE C 

1. Robert Shaw establishes a wholesale dry goods busniess, investing 
$10,000 in cash. 

2. Bought, for cash, furniture and fixtures costing $1200. 

3. Bought office supplies for cash, $50. 

4. Bought, for cash, coal for use in the store, $72. 

5. Bought, for cash, of the Arlington Mills merchandise, $3200. 

6. Bought of A. Chase & Co., for cash, merchandise costing $1650. 

7. Sold merchandise to Charles Burton & Sons for cash, $1975. 

8. Sold merchandise to W. A. Wallace for cash, $2750. 

9. Bought of Acme Shirtwaist Co., for cash, merchandise, $450. 

10. Sold merchandise to Thomas Perkins & Co. for cash, $800. 

11. Paid rent for the month in cash, $100. 

12. Paid clerks' wages for the weeks, $60. 

13. Sold merchandise to Joseph Wilson for cash, $1370. 

14. Bought of Hub Manufacturing Company, for cash, merchandise, 
$1250. 



CHAPTER II 
FUNCTIONS OF ACCOUNTS 

The study of the function of an account involves a clear under- 
standing of the following points: 

(a) The purpose of the account and the type of transactions 
recorded thereunder. 

(6) For what the account is debited and credited. 

(c) What the balance of the account represents, and what dis- 
position is made of it in preparing financial statements. 

THE CASH ACCOUNT 

The term cash as used in bookkeeping includes money, both bills 
and coin, checks, bank drafts, express and postal money orders, 
and anything which circulates as a common medium of exchange. 
The function of the cash account is expressed as follows: 



Cash 


DebU: 


Credit: 


With all cash received. 


With all cash paid. 


Tn practice, debits to this account 


In practice, credits to this account 


are made only at the close of each 


are made only at the close of each 


month for the total receipts of cash 


month for the total payments of 


as shown by the cash book. 


cash as shown by the cash book. 



The balance of this account, which is always represented by the excess 
of the debit total over the credit, represents the cash on hand and is an asset. 



ACCOUNTS WITH PERSONS 

Personal accounts are accounts kept with individuals, firms and 
corporations with which the business has dealings. Inasmuch as 
the greater amount of all business is transacted on credit it bq- 
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comes necessary to keep accounts with all concerns with which 
we have credit relations. 

Personal accounts comprise accounts both with debtors and 
creditors. 

A debtor is one who owes money or its equivalent. 

A creditor is one to whom money or its equivalent is owed. 

Taken collectively, accounts with debtors are called Accounts 
Receivable, while Accounts Payable is a term which relates to 
accounts with creditors. 

The functions of these two classes of personal accounts are 
stated as follows: 

AccoLNTs Receivable 
(Separate Accounts with Each Customer) 



Debit: 

With sales of merchandise to a cus- 
tomer. This debit usually comes 
from the sales journal. 



CredU: 

With cash received to apply on, or 
in full of, the account of a customer, 
such items coming from the cash 
receipts book. 

With a note received from a cus- 
tomer to apply on his account, as 
shown by an entry in the journal. 

With allowances made to a cus- 
tomer for sales returns, for defective 
goods, goods damaged in shipment, 
etc. Such postings come either from 
the journal or from a Sales Returns 
and Allowances Journal, if such is 
used. 



The balance shown by a customer's account is normally a debit and 
represents the amount still due from him. This is an asset and is shown on 
the balance sheet combined with amounts due from all other trade debtors 
under the heading of Accounts Receivable. 



In practice, the individual accounts with customers are kept 
in a special ledger called a Customers Ledger, or a Sales Ledger. 
The Accounts Receivable account then becomes a controlling 
account kept in the general ledger as a substitute for the indi- 
vidual accounts appearing in the special ledger. 
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Accounts Payable 
(Separate Account with Each Creditor) 



CredU: 

With purchases of merchandise 
from it creditor. This credit usually 
comes from the purchases journal. 



DebU: 

With cash payments made to a 
creditor to apply on or in full of the 
amount due him. 

With a note issued to a creditor to 
apply on his account. 

With allowances granted by a 
creditor for purchase returns, for de- 
fective goods, etc. Such postings 
come from the journal or from the 
Purchase Returns and Allowances 
Journal, if such a book is used. 



The balance shown by a creditor's account is normally a credit and repre- 
sents the amount still due him. This is a Uability and is shown on the bal- 
ance sheet combined with amounts due all other trade creditors under the 
heading of Accounts Payable. 

In practice, the individual accounts with creditors are kept in a 
special ledger called a Creditors Ledger or a Purchases Ledger. 
The Accounts Payable account then becomes a controlling 
account kept in the general ledger as a substitute for the indi- 
vidual accounts appearing in the special ledger. 

ACCOUNTS WITH PROMISSORY ROTES 

A promissory note is a promise in writing to pay a certain sum 
of money at a definite time. 

The person, firm or corporation which issues the note is called 
the maker or drawer; the one in whose favor it is issued, the payee. 

A negotiable note is one so drawn that it may be transferred 
by the payee to a third party; such a note must contain the 
phrase, "to the order of;" "or order;" or "or bearer." 

A non~negotiable note is one which cannot be transferred. 

The transfer in the case of a negotiable note is effected by 
endorsement of the note and proper delivery. 

The most common forms of endorsement are (1) blank; and (2) 
full or special. 

A blank endorsement consists only of the endorser's name 
written across the back of the left end of the instrument. 

A fvM or special endorsement reads as follows: "Pay to the 
order of ." followed by the signature of the endorser. 
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It was formerly a common practice for the debtor to issue a 
promissory note to a creditor to apply on account of goods 
bought. Such notes, often spoken of as "Merchandise Notes/' 
are not common at the present time. If a merchant has insuffi- 
cient working capital to make payment for goods bought or to 
discount his bills, he usually arranges with his bank for a loan. 
The commercial bank has thus become the agency through which 
most business houses are financed. 

If a loan is arranged for at the bank, the usual procedure is 
for the bank to discount the note of the borrower, which note is 
drawn for the period agreed upon. 

In discounting the note, interest is charged by the bank in 
advance at a given rate per cent, for the time the note is to run, 
such interest being deducted from the face of the note, the pro- 
ceeds being credited to the account of the borrower. It is 
usual in such cases for the bank to require some security, either 
in the form of collateral, a real estate mortgage, or the endorse- 
ment of the note by a responsible person. Such an endorsement 
is called an ''accommodation endorsement." 

Notes Receivable 



DebU: 

At face value with all notes re- 
ceived by the business. 



Credit: 

At face value with all notes of 
others' which are paid in full; with 
partial payments made thereon; 
with face value of notes transferred 
to third parties or discounted at 
bank (unless a Notes Receivable Dis- 
counted account is opened for dis- 
counted notes). 



The balance is a debit showing the face value of notes on hand, and is an 
asset. 



Notes Payable 



Debit: 

At face value with notes paid in 
full; with partial payments made 
thereon. 



Credit: 

At face value with notes issued by 
the business. 



The balance is a credit showing the face value of all notes not yet paid by 
the business, and is a liability. 
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Proprietor's or Partner's Capital (or Investment Account) 



Debit: 

With withdrawal of any part of the 
amount invested in the business. 



Credit: 

With the original investment of 
cash, merchandise, or other property 
either real or personal. 

With additional investments made 
with the intention of permanently 
increasing the capital investment. 



The balance of the account is a credit and represents the net investment 
of the proprietor or partner. It should be shown on the balance sheet as 
a part of the net worth. 

Proprietor's or Partner's Drawings or Current Account 



Debit: Credit: 

With cash, merchandise or other At the close of a fiscal period with 
property drawn for personal use, not the net profit or the proportionate 
to be regarded as a reduction of the share thereof, 
original investment. 

With personal debts or expenses 
paid from the funds of the business. 

At the close of a fiscal period, with 
the net loss, should there be one, or 
the proportionate share thereof. 

The balance of this account is normally a credit and represents the amoimt 
of undrawn profits of the proprietor or partner. If it is desired to leave 
such profits in the business as a permanent addition to capital the balance 
of the account should be transferred to the capital account. 

If the account shows a debit balance, either the business has suffered a 
loss or the drawings have been in excess of the profits. A debit balance may 
be charged against the capital account, or it may be carried forward as a 
debit balance to be offset by future profits. 

The proprietor's or partner's interest in the business would be shown in 
the balance sheet by the balance of his capital account, plus or minus the 
balance of his drawing account. 

Proprietor's or Partner's Salary Account 



Debit: 

With all amounts withdrawn or 
charges made on account of salary 
due him. 



Credit: 

With monthly salary allowances a 
compensation for services rendered 
the business. 



The balance of this account is normally a credit and represents the amount 
of undrawn salary, and should be shown on the balance sheet as a liability. 
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ACCOUNTS WITH TRADING GOODS 

Purchases 



DMt: 

With the cost price of all goods 
purchased. This charge is made 
usually only once a month represent- 
ing the total purchases for the month 
as shown by the purchases journal. 



Credit: 

With the cost of goods returned to 
creditors and with allowances made 
by creditors, unless a separate Pur- 
chases Returns and Allowances 
account is kept. 

With goods taken from stock by 
the proprietor and charged to him at 
cost price. 

With the cost of goods destroyed 
by fire or donated to charity. 

With goods sold to employees at 
cost, unless a special account is kept 
with such sales. 

At the end of the fiscal period 
when closing the books, with the cost 
of goods sold during the period. 



Previous to closing the books, the balance represents the net cost of goods ' 
purchased (less purchases accoimted for by goods taken from stock by 
proprietor, destroyed by fire or otherwise, or given away). 

After closing the books, following the final credit to the account stated 
above, the account shows the cost of goods on hand and is carried forward 
as the inventory at the beginning of the new period. 

The cost of goods on hand at the close of a fiscal period is frequently 
transferred when closing the books to a separate Inventory account. 



Sales 



DebU: 

With sales retiims and allowances 
unless a separate account is kept with 
Sales Returns and Allowances. 



Credit: 

With goods sold. This credit is 
usually made only once a month 
from the sales journal, such credit 
representing the total sales for the 
month. 



The balance of the account represents the net sales for the period. 

At the time of closing the books, the method generally followed is to debit 
the Sales account with the cost of goods sold during the period; the account 
would then show the gross profit on sales which amount would be closed 
into Profit and Loss. 
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Purchase Returns and Allowances 



DebU: Credit: 

With the coBt of goods returned to 
creditors. 

With allowances made by creditors. 

At the end of a fiscal period this account is closed into Purchases. 



Sales Returns and Allowances 



DebU: CredU: 

At selling price with goods re- 
turned by customers. 

With allowances to customers. 

At the end of a fiscal period this account is closed into Sales. 



Freight and Cartage In 



DebU: Credit: 

With the cost of freight, express 
and hauling on purchases of trading 
goods. 

Freight and Cartage In is generally regarded as an addition to the invoice 
cost of .goods bought and at the end of a fiscal period this account is closed 
into the Purchases account. 



CHAPTER III 
FUNCTIONS OF ACCOUNTS— (Con/tnwed) 

ACCOUNTS WITH OPERATING EXPENSES 

' The operating expenses of a trading concern may be classified 
under the following general heads: 

Bu3dng and Receiving Expense 

Selling Expense 

Delivery Expense 

Credit and Collection Expense 

General Administrative Expense 

Maintenance of Real Estate 

These expenses would not all necessarily be found in every 
business, while in other businesses additional classes or groups 
may be necessary. Buying and receiving expenses instead of 
being considered expenses of operating the business are often 
treated as part of the cost of goods purchased. 

It should also be understood that these accounts are all general 
accounts; in many cases, separate accounts would be kept with 
the more important items appearing under each. 

The following expense items would be included under the 
classes given: 

Buying and Receiving Expense. — This account would be deb- 
ited for the following items: 

Salaries of purchasing agent, assistants, clerks and helpers. 

Stationery, postage and office supplies used in the purchasing department. 

Taxes, insurance and depreciation of office equipment used in the purchas- 
ing department. 

Expenses of unloading and storing goods, including taxes, insurance and 
depreciation of hoists, cranes, trestles and other machinery. 

A proper proportion of rent. 

14 
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Selling Expense. — This account would be debited for the fol- 
lowing items: 

Salaries and wages of sales manager^ advertising manager, salesmen, 
assistants, clerks, stenographers, etc. 

Stationery, postage and office supplies used in the sales offices. 

Taxes, insurance and depreciation of sales department furniture and 
equipment. 

Newspaper and magazine advertising catalogs and price lists, and display 
advertising. 

Proper proportion of rent. 

Insurance on stock. 

Taxes on stock. 

Freight on returned goods. 

Shipping cartons, boxes, labels, etc. 

Delivery Expense. — This account would be debited for the 
following: 

Freight, express and hauling outward. 

Salaries and wages of shipping clerks, packers, and clerical help. 

SuppUes used. 

Proper proportion of rent. 

Taxes, insurance and depreciation of shipping room and delivery equip- 
ment. 

Expenses of operating and maintaining delivery wagons and trucks, 
including chauffers' and drivers' wages, stable or garage expenses, etc. 

Credit and Collection Expense. — This account would be deb- 
ited for. the following: 




Salaries and wages of credit «Hi^ collectors and clerical assistants. 

Stationery, postage and office supplies. 

Taxes, insurance and depreciation of office equipment. 

Proper proportion of rent of offices. 

Collection charges of banks or collection agencies. 

Services of mercantile and credit agencies. 

Legal expenses incurred in collection of accounts. 

General Administrative Expense. — This account would be deb- 
ited for the following: 

Salaries of officers. 

Salaries and wages of general office clerks. 

Stationery, postage and supplies. 

Telephones and telegrams. 

Carfare. 

Directors' fees. 
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Taxes, insurance and depreciation of office equipment. 
Proper proportion of rent. 

State and Federal income taxes, corporation taxes and fees. 
Expense of annual audit. 

Maintenance of Real Estate. — This account would be debited 
for the following: 

Taxes. 

Insurance. 

Depreciation. 

Repairs. 

Heating and lighting. 

Janitor service. 



Accounts wifh Property and Equipment. — ^If improved property 
is bought consisting of land and buildings erected thereon, a 
single account may be opened with Real Estate charging it with 
the entire cost of the property; a better practice, however, is to 
open separate accounts with land and with building, the separate 
cost of each being determined by appraiser's valuation or by 
some other arbitrary method. 

If land is bought upon which a building is later erected the 
separate cost of each is of course easily determined. 

The principal reason for carrying the cost of the land and 
building in separate accounts is that the building is subject 
to steady depreciation and involves regular maintenance charges, 
while the value of land to a going concern neither depreciates nor 
appreciates. 

The functions of a Land and a Buildings account are stated as 
follows: 

•^ Land ^ 



Debit: 

With the cost of land purchased in- 
cluding legal expenses and fees in- 
cident to passing title. 

With the cost of land improve- 
ments such as surve3dng, plotting, 
laying out drives, walks, laying of gas 
and water mains, etc. 



Credit: 

With the cost of land sold. (The 
difference between the cost and selling 
price of land sold should be charged 
to some expense account or credited 
to some income account, according 
to whether the selling price is less or 
greater than the cost.) 



The balance of this account represents the cost of land owned and is an 
asset. 
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Buildings 



DebU: CredU: 

With cost of building if bought. With cost of buildings sold or de- 

With cost of construction if the stroyed. 
concern erects its own building; this 
includes architects' fees, contractor's 
bills and all other expenses incurred 
in construction. 

With the cost of permanent addi- 
tions or improvements. 

The balance of this account represents the cost of buildings owned, and 
is an asset. 

Furniture and Fixtures, or Office Equipment 



Credit: 

With the cost of furniture and 
equipment sold, discarded, or ex- 
changed. 



Debit: 

With the cost of furniture and 
equipment purchased; this includes 
desks, chairs, tables, typewriters, 
adding machines, safes, counters, and 
all other equipment which has an 
estimated life of more than one year. 



The balance of this account represents the cost of furniture and equip- 
ment owned and is an asset. 



EXERCISE FOR THE STUDENT 

The following exercises are intended for class discussion and 
for work to be assigned to the student. They consist of business 
transactions which are to be analyzed by the student into their 
corresponding debits and credits in accordance with the function 
of the accounts which have been studied, after which each 
transaction is to be entered on ledger paper on the proper sides 
of the accounts. 

Before beginning work on the first exercise, students are 
advised to study the ledger illustrated by Model 5 in the 
chapter on model forms. 

EXERCISE 1 

The transactions in this exercise involve the use of accounts with the 
proprietor, Richard Baker, Cash, Purchases, Sales, General Administrative 
Expense, W. G. Keene, K. C. Bates, George K. Gordon, and E. W. Lowell. 

These accounts should be opened on a separate sheet of ledger paper, one- 
2 
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half of a page allowed to each except the last three accounts, all of which are 
to go on one page. The ledger pages should be numbered. 
The transactions are as follows: 

Jan. 1, 19 — ^. Richard Baker invests $10,000 cash in a certain business. 

2. He rents a store room paying $200 rent for the month. 

3. He buys merchandise for cash, $2645. 

4. He buys merchandise for cash, $1420.78. 

5. He sells merchandise for cash, $862.50. 

6. He buys merchandise from W. G. Keene on account, $462.50. 

8. He sells merchandise for cash, $389.70. 

9. He sells merchandise to K. C. Bates on account, $1140. 

10. He buys merchandise for cash, $482.75. 

11. He reduces his investment by $1000. 

12. He pays a bill of $25 for stationery and office supplies. 

13. He buyB merchandise from George K. Gordon on account, $225. 

15. He sells merchandise to E. W. Lowell on account, $575.40. 

16. He pays W. G. Keene, $200 to apply on account. 

17. He seUs merchandise to K. C. Bates on account, $350. 

1 8. He receives cash from K. C. Bates to apply on account, $500. 

19. He sells merchandise to E. W. Lowell on account, $478.50. 

20. He buys merchandise from George K. Gordon on account, $280. 

22. He pays a coal bill in cash, $120. 

23. He receives a check from E. W. Lowell to apply on account, $250. 

24. He pays W. G. Keene, $100 to apply on account. 

25. He sells merchandise for cash, $640. 

26. He sells merchandise to K. C. Bates on account, $480. 

27. He buys merchandise from W. G. Keene on account, $500. 

29. He receives cash from K. C. Bates in pa3rment of bill of goods sold 
him the 17th. 

30. He buys merchandise for cash, $1080. 

31. He pays the following expense bills: Telephone, $10; electric light, 
$40; salaries of office help, $300. 

Additional work will be done on this exercise after a study has 
been made of the trial balance in the following chapter. 
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CHAPTER IV 
TRIAL BALANCE— THE JOURNAL— POSTING 

Trial Balance. 

A trial balance is a test of the ledger made periodically in order 
to prove that the accounts are in balance. 

As each transaction is composed of a debit and credit of equal 
amount, which are carried to opposite sides of the ledger, it 
follows that the »m of all debits should equal the sum of all 
credits. The ledg^, should therefore always be in balance and in 
order to assure bui^lves of this, a trial balance is taken, usually 
at the end of each month. 

The trial balanci is one of the most important features of 
double entry bookkeeping, for the reason that it not only tests 
the accuracy of one's work, but provides also a summary of all 
transactions properly classified. As a proof of the accuracy of 
the clerical work, however, the trial balance is not infallible, 
for the reason that an error is not detected if both sides of the 
ledger are equally affected. 

A trial balance should now be taken from the ledger prepared 
in Exercise 1, the work being done as follows: 

1. Foot in small figures the debit and credit sides of each 
account. 

2. At the top of a sheet of journal paper write the heading, 
"Trial Balance, January 31, 19 — .'' List the accounts 
beneath in the order in which they appear in the ledger, 
placing the number of the ledger page of the account in 
the narrow folio column to the left. 

3. On a lin% with each account, enter the total of the debit and 
credit sides of the account in the debit and credit columns 
of the trial balance. 

4. Foot both debit and credit columns of the trial balance and 
rule as shown in the illustration which follows. 

19 
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A trial balance may show the footing of each side of the ac- 
count, or only the difference between the two sides. While the 
latter method is the one more generally followed, the student 
should understand the advantages of each. 

The following is an illustration of the form and arrangement 
of a trial balance. The accounts correspond to those in Exercise 
1, but the amounts are different. 

RICHARD BAKER 
Trial Balance, January 81, 19 — 

1 Richard Baker, Capital $ 60 $7,500 

1 Cash 11,400 4,200 

1 Purchases 8,900 

2 Sales 9,500 

2 General Administrative Expense 550 

2 W. G. Keene 300 900 

3 K. C. Bates 1,100 500 

3 George K, Gordon 200 

3 E. W.Lowell 800 300 



$23,100 $23,100 



EXERCISE 2 

In this exercise the transactions will be classified under the 
following accounts which should be opened on ledger paper one- 
fourth of a page allowed for each — except Cash for which one- 
half page should be allowed. 

Cash, John J. Cooper, F. W. Dunn, W. A. Smart, Notes 
Receivable, Furniture and Fixtures, W. A. Warren, C. W. Wiggin 
& Co., Notes Payable, Thomas W. Baxter — ^Investment, Pur- 
chases, Sales, SelUng Expenses, General Administrative Expenses. 

The function of the above accounts should be thoroughly- 
reviewed. 

June 1, 19 — . Thomas W. Baxter invests $12,000 in a wholesale business, 
$8000 of which is in cash and $4000 in merchandise. 

2. He buys oflfice furniture and equipment for cash, $2000. 

3. He pays cash for a bill of $62.50 for stationery and office supplies. 
3. He pays rent for the month, $250. 

3. He buys merchandise for cash, $1262.40. 

4. He buys merchandise on account from W. A. Warren, $3150. 

4. He sells merchandise for cash, $840. 

5. He sells merchandise on account to John J. Cooper, $1000. 
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6. He. sells merchandise on account to F. W. Dunn, $752.80. 
6. He pays salesmen's wages for the week, $200; office clerks, wages, 
$120. 

8. He buys merchandise on account from C. W. Wiggin & Co., $1420. 

9. He receives check from John J. Coopfer for $500 to apply on account. 

10. He receives a note at 10 days from F. W. Dunn in settlement of the 
goods sold him on the 6th. 

11. He seUs merchandise on accoimt to W. A. Smart, $825. 

11. He sells merchandise on account to W. A. Warren, $575.20. 

12. He receives check for $200 from W. A. Smart to apply on account. 

13. He sells merchandise to F. W. Dunn on account, $1180. 

13. He pays wages of salesmen and office clerks (same amounts as 
June 6). 

15. He issues a 60-day note of $1000 to W. A. Warren to apply on 
account. 

16. He sells merchandise oh account to W. A. Smart, $382.75. 

17. He receives cash from John J. Cooper in payment of balance due on 
bill of June 5. 

18. Sold merchandise to F. W. Dunn on account, $327.50. 

19. He receives note at 30 days from W. A. Smart to apply on account, 
$500. 

20. He receives a check from F. W. Dunn in payment of his note due 
today. 

20. He pays wages of salesmen and office clerks. 

22. He buys stamped envelopes for cash, $20. 

23. He sells merchandise on account to W. A. Smart, $185.40. 

24. He buys merchandise on account from C. H. Wiggin & Co., $272.50. 

25. He draws against his investment, $500. 

26. He receives cash from F. W. Dunn to apply on account, $600. 

27. He pay^ wages of salesmen and office clerks. 

29. He sells merchandise on account to John J. Cooper, $862.75. 

30. W. A. Smart returns for credit merchandise to the amount of $25 
sold him the 23d. Credit is allowed. 

30. Pay sundry general expense bills amounting to $72. 
A trial balance should now be taken on journal paper, entering only the 
differences between the two sides of each account, and the work submitted 
for examination. 

THE JOURNAL 

The journal is a book of original entry in which transactions 
are recorded in such a way as to show the accounts which are 
debited and credited in a business transaction. Used as it always 
is in conjunction with other special books of original entry 
only those entries are recorded in the journal which do not 
naturally belong in any of the special books. 

Journalizing is the process of recording entries in the journal; 
further than this, it is a term which is often applied to the mental 
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proccHH of analyzing a transaction into its proper debit and credit, 
preparatory to making the entry therefor in any books of account 
which may be kept. In this respect, journalizing is the funda- 
mental process in bookkeeping. 

In order that the journal as a book of original entry, and that 
the process of journalizing may be thoroughly understood, 
in the two exercises which follow, all entries are to be recorded 
on journal paper, due attention being given to the arrangement 
and appearance of the work. 

Before beginning work on the first exercise, students are ad- 
vised to study carefully the journal illustrated in Model 1 of the 
model forms. 

EXERCISE 8 

Journalize the transactions in Exercise 1, page 17. 

Posting. — Posting consists in transferring the debits and credits 
from the journal and other books of original entry to the ledger. 
By this process all debits and credits to each account from all 
sources and on all dates are summarized preparatory to taking a 
trial balance. The posting is generally done from day to day and 
is kept up to date as nearly as possible in order that the trial 
balance may be taken promptly. 

As a part of the process of posting, all postings should be 
paged in the following manner: 

(o) In the folio column of the journal or other book of original 
entry, enter the number of the ledger page on which the 
account appears. 

(6) In the folio column of the ledger, enter the number of the 
page of the journal or other book of original entry from 
which the posting came, together with the initial letter of 
said book. 

After the above work in Exercise 3 has been done, the student 
should compare the debits and credits as they appear in the 
journal with the debits and credits to the ledger accounts as they 
were set up when Exercise 1 was prepared. At the same time, 
all items should be folioed or paged, as explained above. A trial 
balance has already been taken of the ledger. 



ACCOUNTING 23 

EXERCISE 4 

This exercise is a continuance of Exercise 3, the transactions being first 
journalized. 

Feb. 1, 19 — . Gave note at 10 days to W. G. Keene to apply on account, 
$250. 

2. Received note at 30 days from E. W. Lowell to apply on account, 
$500. 

3. Sold merchandise to K. C. Bates on account, $450. 

4. Paid rent for February, $200. 

5. Richard Baker draws against his investment, $500. 

6. We return merchandise to George K. Gordon and are allowed 
credit, $60. 

8. Receive check from K. C. Bates to apply on account, $500. 

9. Buy merchandise from W. G. Keene on account, $782. 

10. Sell merchandise to E. W. Lowell on account, $750. 

11. E. W. Lowell sends us a check for $600, $500 of which is in payment 
of noter due today, the remainder to apply on account. 

12. Sell merchandise^ to Thomas Watson amounting to $1000, terms 
60-day note. 

15. Receive note at 60 days from Thomas Watson in payment of bill 
of the 14th. 

16. Give note at 30 days to W. G. Keene to apply on account, $600. 

18. E. W. Lowell is allowed credit for $75 on certain goods bought by 
him on the 11th which were damaged in shipment. 

19. Buy merchandise on account from W. G. Keene, $300. 

20. Buy stationery and office supplies for cash, $25. 
22. Sell merchandise to E. W. Lowell on account, $400. 

24. Receive cash from K. C. Bates in payment for bill of merchandise 
sold him the 3d. 

25. Sell merchandise on account to John C. Winter, $387.50. 

26. Buy merchandise from Henry F. Adams on account, $1238.50. 

27. Pay the following expense bills: telephone, $12.50; electric light, 
$47; salaries of office help, $300. 

After all the above entries have been journalized, they are 
to be posted to the ledger immediately beneath the January 
postings; any additional accounts 3hould be opened on a second 
sheet of ledger paper, two accounts to a page. 

After the posting has been completed a trial balance should be 
taken under date of February 28. This trial balance should 
combine both January and February items; that is, the postings 
for February should be added to the January totals and the 
amounts thus obtained transferred to the trial balance. 



CHAPTER V 

CASH BOOK— PURCHASES JOURNAL— SALES JOURNAL 

CASH BOOK 

The ccLsh book is a special journal in which cash receipts and 
disbursements are recorded, thus giving a complete record of 
all cash transactions entirely distinct from other types of trans- 
actions. Inasmuch as the receipts and payments of cash are 
quite numerous in any business, it follows that the cash book is, 
in many instances, the most important book of original entry. 

In its simplest form, the cash book is a double-page book, 
quite similar to the ordinary journal, all cash receipts being 
recorded therein on the debit or left-hand page of the book, and 
all payments, on the credit or right-hand page. 

In recording transactions in the cash book, exactly the same 
principles of debit and credit apply as have been learned in con- 
nection with the earlier work. If, in the analysis of a trans- 
action, Cash is to be debited, this is accomplished by making the 
entry on the debit side of the cash book, and therefore the only 
part of the entry which needs to be writ^ .n is the credit. The 
same reasoning applies to recording an entry which requires a 
credit to Cash. 

At any time the difference between the totals of the debit and 
credit sides of the cash book shows the cash balance and should 
equal the cash on hand in drawer and in bank. 

The cash book is balanced at the close of each month. At 
this time, the total receipts for the month as shown by the debit 
footing are posted in one amount to the debit side of the Cash 
account; the total payments as shown by the credit footing being 
likewise posted to the credit side. 

In connection with the above, the student should make a 
careful study of Model 2 of the model forms. 

EXERCISE 6 

Design a cash book on separate journal paper, following 

Model 2 — and record therein the cash transactions taken from 

Exercise 2. 
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Balance the cash book; open necessary accounts on separate 
ledger paper, post and take a trial balance. 

EXERCISE 6 

Design a cash book on separate journal paper, and record 
therein the following transactions: 
March 1, 19—. Balance $2972.60. 

2. H. C. Beale pays us $300 to apply on account. 

3. We send Silas Perkins a check for $640 to apply on account. 

4. We pay rent of store for March, $200. 

5. We pay freight bills on goods purchased, $76.80. 

6. John C. Winter pays his note due today, $450 (no interest). 

8. Cash sales of merchandise for the week, $127.60. 

9. Received check from Harry A. Norton in full payment of bill of 
February 20, $387.90. 

10. Pay note due today held by J. S. Snow for $500. 

11. Loan W. E. Horton $100 and take his note at 60 days as security. 

12. Buy 25 tons of coal at $8 for use in heating the building. 

13. Receive expense report of $72.75 from A. P. Smart for traveling 
expenses to date, and we send him a check for reimbursement. 

13. Payroll or two weeks; office help, $100; traveling salesmen, $200. 

16. Cash sales for the week, $92.50. 

17. Receive $200 from C. W. White to apply on his note. 

18. The proprietor, J. M. Harter withdraws cash for personal use, $50. 

19. Buy mileage book for use by our traveling salesmen, $20. 

20. Buy typewriter, $100. 

22. Cash sales fc^ week, $102.20. 

23. Received ch^ck fromW. A. Walters to apply on account, $1000. 

25. Pay bill for advertising, $176.50. 

26. Pay bill for stationery and office supplies for use in the purchasing 
department, $24.50; shipping department, $10.80. 

27. Payroll for t^o weeks; general office help, $100; traveling sales- 
men, $180; shipping clerk, $20. 

29. Cash sales for week, $117.25. 

30. Receive check from H. C. Beall in full of account, $362. 

31. Pay the following bills; telephone, $12; electric light, $34. 

Balance the cash book, open general ledger accounts, post 
and take a trial balance. 

THE PURCHASES JOURNAL 

A purchases journal is a special journal in which entries are 
made for all invoices of merchandise bought. 

When the invoice is received, it is compared with the original 
order and prices and extensions verified, after which it is re- 
corded in the purchases journal as illustrated in Model 3 in the 



26 THEORY AND PRACTICE 

model forms. The effect of this entry is to debit Purchases and 
credit the person or firm from which the goods were bought. At 
the close of the month the amount column is footed and the total 
posted to the debit of Purchases. The postings to the credit 
of the persons or firms may be made during the month or at 
the close of the month. 

Before writing up the exercise following, study carefully Model 3. 

EXERCISE 7 

Design a purchases journal on separate journal paper, record 
therein the following invoices, and close the book as of the end 
of the month preparatory to posting. (If the instructor de- 
sires, ledger accounts may be opened, the posting done, and a 
trial balance taken.) 

April 1, 19 — . Receive an invoice of merchandise from D. C. Eldredge 
& Co., dated April 1 for $1963.40. (In this exercise all terms are 
understood to be on account.) 
3. Invoice of merchandise from J. W. Keams, dated April 1 for 

$392.75. 
5. Invoice of merchandise from D. C. Eldridge & Co., dated April 

3 for $612.60. 
8. Invoice from William Hart, dated April 8 for $1162.75. 
12. Invoice from C. A. Cornell, dated April 10 for $732.80. 
15. Invoice from J. W. Keams, dated April 14. 
18. Invoice from Crocker & Cutter, dated April 17. 
20. Invoice from F. B. Carpenter & Co., dated April 20 for $1250. 

23. Invoice from William Hart, dated April 20 for $235. 

24. Invoice from C. A. Cornell, dated April 23 for $750. 

26. Invoice from Crocker & Cutter, dated April 25 for $337.50. 

28. Invoice from J. W. Keams, dated April 28 for $450. 

29. Invoice from William Hart, dated April 29 for $756.80. 

30. Invoice from Crocker & Cutter, dated April 29 for $1150.85. 

THE SALES JOURNAL 

A sales journal is a special journal in which entries are made 
for all sales of merchandise. While the purchases journal pro- 
vides a complete summary of invoices of goods bought, the 
sales journal in like manner is a separate record of all sales. 

Any billing system used by a trading concern would require 
the bill to be made out in duplicate, the original going to the 
customer and the duplicate filed later either numerically or 
alphabetically by the customer's name. The posting to the cus- 
tomer's account is usually made from the duplicate bill, in which 
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case the sales journal is merely a summary of sales. In the 
exercises which follow, however, the sales journal is shown as a 
posting medium. 

The effect of all entries made in the sales journal is to debit 
the customer and credit Sales. At the close of the month, 
the amount column is footed and the total posted to the credit 
of Sales. The postings to the debit of the customer may be 
made during or at the close of the month. 

Before writing up the exercise which follows. Model 4 of the 
model forms should be carefully studied. 

EXERCISE 8 

Design a sales journal on separate journal paper, record 
therein the following bills, and close the book as of the end of 
the month preparatory to posting. (If the instructor desires, 
ledger accounts may be opened, the posting done, and a trial 
balance taken.) 

May 1, 19—. Sold a bill of merchandise to H. C. Allum for $275. (All 
sales are on account.) 

3. Sold merchandise to C. W. Furlong for $108.50. 

5. Sold merchandise to J. A. Johnson for $427.60. 

7. Sold merchandise to E. C. Kramer & Co. for $574.70. 

9. Sold merchandise to George W. Clegg & Co. for $328.75. 
11. Sold merchandise to C. W. Greenfield for $912.50. 
13. Sold merchandise to F. T. Donovan for $76.80. 
15. Sold merchandise to D. C. Daniels for $396. 
17. Sold merchandise to C. W. Greenfield for $738.50. 
19. Sold merchandise to C. W. Furlong for $192.57. 
21. Sold merchandise to E. C. Kramer & Co. for $214.75. 
23. Sold merchandise to D. C. Daniels for $631.52. 
25. Sold merchandise to F. T. Donovan for $278.65. 
27. Sold merchandise to George W. Clegg & Co. for $124.56. 
29. Sold merchandise to J. A. Johnson for $218.54. 
31. Sold merchandise to H. C. Allum for $368.75. 

EXERCISE 9 

In the following exercise the transactions are to be recorded 
in a cash book, purchases journal, sales journal, and journal, 
each book being designed and used as heretofore explained. 
Make appropriate explanations of all entries. 

Dec. 1, 19 — . R. S. Barrows began the wholesale dry goods business, invest- 
ing cash, $10,000. 
1. Bought furniture and fixtures for cash, $2000. 
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1. Bought office supplies lor cash, $112. 

2. Bought merchandise of the Hub Manufacturing Company for cash, 
$4125. 

2. Paid rent of store for December, $200. 

3. Bought merchandise of the Acme Waist Co. for cash, $2327.50. 

3. Sold merchandise to J. C. Lyons & Co. for cash, $637.80. 

4. Sold merchandise to Adams Brothers for cash, $1020.45. 

5. Bought merchandise of the Colonial Cloak Co. on account, $921.50. 

6. Sold merchandise to Thomas Shepard on account, $327.75. 
6. Pay clerks for the week, $190; bookkeeper, $15. 

8. Sold merchandise to W. L. English on account, $582. 
10. Sold merchandise to H. E. Stevens on account, $1370.65. 

10. Received check from W. L. English to apply on bill of the 8th, $300. 

11. Bought merchandise from the Hub Manufacturing Co. on account, 
$1160. 

11. R. S. Barrows withdrew for personal use, $100. 

12. Sold merchandise to J. C. Lyons & Co. on account, $2118.20. 

13. Pay clerk hire and wages of bookkeeper for the week. 

13. Received check from W. L. English to apply on bill of the 8th, $100. 
15. Sold merchandise to Adams Brothers on account, $765. 

15. Bought merchandise on account from Hub Manufacturing Co., $450. 

16. Bought merchandise of the Acme Waist Co. on account, $325. 

17. Sold merchandise to Thomas Shepard on account, $1250. 

18. R. S. Barrows withdrew from stock for family use, merchandise 
which cost $25. 

18. Sold merchandise to W. L. English on account, $482.75. 

19. Bought merchandise of Colonial Cloak Co. on account, $732.80. 

20. Paid clerk hire and bookkeeper's wages for the week. 

23. Bought merchandise of the Arnold Print Works on account, $525. 

24. Sold merchandise to J. C. Lyons & Co. on account, $1175. 

27. Gave note at 60 days to Colonial Cloak Co. for $250 to apply on bill 
of the 19th. 

27. Paid clerk hire and wages for the week. 

28. Bought merchandise of Acme Waist Co. on account, $1900. 

29. Sold merchandise to The Morgan Co. on account, $1962.70. 

30. Gave Acme Waist Co. note at 90 days to apply on account, $1000. 

30. Paid freight bills on goods purchased during the month, $360. 

31. The Morgan Co. returned for credit a part of the goods sold them 
the 29th, $52.60. 

31. Pay gas and electric light bills for the month, $39.12. 
(a) Open all necessary Ledger accounts. 
(6) Post and take a Trial Balance. 



CHAPTER VI 

INTEREST AND DISCOUNT 

Transactions involving interest and discount items may be 
classified under the following accounts: 

Interest on Notes Receivable 
Discount on Notes Receivable 
Interest on Notes Payable 
Interest on Mortages Payable 
Interest on Bank Balances 
Discounts on Purchases 
Discounts on Sales 

In addition to the current accounts listed above, other accounts 
showing accrued and prepaid items of interest are necessary in 
order to make proper adjustments at the close of the fiscal period. 
These accounts are: 

Interest Accrued on Notes Receivable 
Interest Accrued on Notes Payable 
Interest Accrued on Mortgage Payable 
Interest Prepaid on Notes Payable Discounted 

Interest on Notes Receivable 



Debit: Credit: 

With all interest received on notes 
receivable. 

At the close of the fiscal period, 
with the interest accrued to date 
on interest-bearing notes on hand. 
(Debit Interest Accrued on Notes 
Receivable.) 

The balance represents total interest earned on notes receivable, and 
is an income. 

29 



30 



THEORY AND PRACTICE 



DiSCOTTNT ON N0TE8 RECEIVABLE 



DehU: Credit: 

With the amount charged by a 
bank for discounting a note or time 
acceptance before maturity, either 
interest or non^nterest bearing. 

The balance represents the total charges made by a bank for discounting 
paper of our customers, and is an expense or cost of financing the business. 



Interest on Notes Payable 



DebU: CredU: 

With all interest paid on notes 
payable. 

At the close of a fiscal period, with 
the interest accrued to date on notes 
payable not yet due. (Credit Interest 
Accrued on Notes Payable.) 

The balance represents the total interest on notes payable for the fiscal 
period and is an expense showing the cost to the business of obtaining bor- 
rowed capital. 

Interest on Mortgages Payable. — This account is treated in 
exactly the same manner as Interest on Notes Payable, separate 
accounts being provided merely for a better classification of 
transactions. 



Interest on Bank Balances 



Debit: CredU: 

At the close of each month, with 
the interest on deposits credited to 
our account as shown by the bank 
statement. 

This account shows the total interest on bank balances and is an item 
of income. 
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Discounts on Purchases 



Debit: Credit: 

With all cash discounts taken by 
the business in accordance with the 
terms offered by creditors. 

The balance represents the total cash discounts on purchases and is. an 
income. 

Discounts on Sales 



Debit: Credit: 

With all cash discounts taken by 
customers when pa3dng bills within 
the term of cash payment allowed by 
us. 

The balance represents the total cash discounts on sales and is an item 
of expense representing the cost to the business of obtaining prompt pay- 
ment by customers. 

TERMS OF PAYMENT 

Terms of payment vary greatly in diflferent lines of business 
and among different business houses. 

The more common terms and the manner of indicating them 
are as follows: 

On account (a/c or on a/c) indicates no definite time of pay- 
ment, although the bill would generally be considered to be due 
on the first of the succeeding month. 

On account, 30 days (a/c 30 days) : due 30 days from date of 
bill. 

Net or Net Cash: no discount allowed, bill being due at once. 

Cash 2%: due at once, but payer is entitled to 2% discount. 

2% 10 days, net 30 days (2/10, n/30) : bill is due net in 30 days 
but entitled to 2% discount if paid within 10 days; 2/10, 1/30, 
n/60, likewise means the bill is due net in 60 days, but is subject 
to the discounts as stated. 

There is every reason why a merchant should take advantage 
of cash discounts. By doing so, he makes a substantial saving; 
he obtains a better credit rating with banks and mercantile 
agencies; he has advantages in buying at lower prices and from 
a more carefully selected stock not enjoyed by the merchant not 
in a position to discount his bills. 
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It is often necessary for a bookkeeper to determine which one 
of different terms of payment offered by competing houses is the 
better, as naturally, other things being equal, the order would be 
placed with the house granting the better discoimt. In such 
cases, the different rates of discount must be compared with the 
normal interest rate and that term of payment selected which 
would result in the larger saving in excess of the interest rate. 

For example, one house offers a 2% discount for payment 
in 10 days while another company's terms are net 60 days. Let 
us assume the amount of the bill to be $100 and the interest 
rate 6%. 

If the cash terms are accepted, the saving effected would be 
$2. The business, however, loses the use of $98 for 50 days 
which at 6% amounts to $0.8166. The net amount saved would 
thus be $2. minus $0.8166 or $1.1834 which is equivalent to a net 
return on $98 of 8.28% interest. 

In the same way the equivalent saving effected by accepting 
a cash discount rather than by letting the bill run through the 
full term of credit, may be readily determined. 



QUESTIONS FOR DISCUSSION 

1. A argues that terms of 2/10 are equivalent to 72% return on one's 
money, his reason being that a saving of 2% in 10 days, is equal to 6% in 
30 days or 72% in 360 days. Is his argument sound? Give reasons. 

2. Determine the net return realized on capital, money being worth 6%, 
by taking advantage of the following cash discounts: 

(a) 1/10, n/30. 

(6) 2/10, n/70. 

(c) 1/10, n/60. 

(d) 2/10, n/30, 

8. We have obtained prices from three different houses which are essen- 
tially the same; we see no difference in the quality of the goods, shipments in 
all cases can be made promptly, the freight charges would be practically 
the same, and there is no reason why we should give the order to one house 
rather than to another. The terms of payment, however, are as follows: 

Firm No. 1 1/30, n/60. 

Firm No. 2 Trade Acceptance 90 days 

Firm No. 3 2/10, 1/30, Net 4 months. 

Which of these offers should be accepted and why? Submit all work and 
show how much better one offer is than another. Use $1000 as the amount 
of the purchase and 6% as the interest rate. 
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TRADE DISCOUNTS 

A trade discount is a deduction allowed by a selling house from 
list or published prices. 

Such discounts are common among wholesale and jobbing 
houseS; particularly those dealing in commodities subject to fre- 
quent market fluctuations, such as hardware, glass, paints and 
other builders supplies, machinery and implements, china, 
crockery, etc. In such cases, the list price is constant, a change 
of the trade discount being made to meet market conditions and 
prices. In order that these discounts may be modified more 
readily and may reflect more accurately the changes in prices, 
they are usually stated in a series or "chain," for example: 
25^10-10-6%; 20-10-5%; 75-50-25-10%; 50-10-10-10%. 

Such discounts are always deducted by the selling house in 
billing the customer and hence no record thereof appears on the 
books of either the buyer or seller. Consequently no provision 
for them is made in a study of the accounts with interest and 
discount. 

EXERCISE 10 

This is an exercise in journalizing miscellaneous and unrelated 
transactions. All entries are to be shown in journal form, regard- 
less of the special books in which they would be entered in prac- 
tice. The purpose is to give further drill in the analysis of trans- 
actions. Certain transactions will require entries of more 
than one debit or credit; the important point to observe 
in such cases is that the equation between debits and credits 
must be maintained. Make full and careful explanation of 
each entry. 

1. S. W. Clark, a customer, returns goods to you which arrived in a dam- 
aged condition, and you have allowed him the billed price, $36.50. 

2. An error in posting was made last month by which Henry J. Smith 
received credit for a payment of $200 instead of H. W. Smith. Make 
a correcting entry. 

8. The A. B. Smart Co. has called our attention to an error in our bill to 
them of October 2 by which they were charged S1.35 each for 200 of a 
certain commodity, instead of $1.25, which price we had previously 
quoted them. Entry to correct error. 

4. We buy from A. H. Holmberg a bill of goods to be shipped freight 
prepaid. The goods arrive freight collect and we pay $28.62 freight 
charges. 

5. J. W. Foster begins a wholesale grocery business investing the follow- 
3 



34 THEORY AND PRACTICE 

ing: cash, $12|000; notes reoeivable, $1000; furniture and fixtures, 
$500; stock of merohandisey $5000. Make opening entry. 

6. Thomas Green pays his note of $600 due today with 90 days interest 

at 5H%' 

7. We pay invoice of W. J. Carter of $637.50 less 2% cash discount 
allowed us. 

8. We pay our note of $1000 due today held by John W. Ck)le with interest 
at 6 %. The note was given for four months. 

9. We receive check from F. W. Norton & Co. in payment of their biU of 
$1 192.60 less 1 % discount. 

10. C. W. Cutter, a customer, is not able to make a cash settlement of his 
account of $735 which is past due. He offers us a note which he 
holds against Henry Northup for $500 in part payment and a check 
for the remainder. We accept his offer and the note and check 
are duly received. 

11. You have your own note of $5000 discounted at the First National 
Bank for 60 days at 6%. 

12. You discount the $500 note of Henry Northup received from C. W. 
Cutter at the First National Bank, the discount amounting to $2.80. 

13. Henry Northup is unable to meet his note of $500 at maturity and 
the First National Bank holds the endorsers for payment. You are 
therefore obliged to pay the note. (No protest fees.) The receipted 
note is delivered by you to Northup in exchange for which he pays 
you $100 on account of same and gives you an interest bearing note for 
the remainder, 

14. White owes Baker $80 for which amount he gives his note at 3 months 
without interest. Baker has the note discounted at his bank on the 
same day at 6%, and by agreement with White charges him with the 
discount. White is unable to pay the note at maturity and Baker is 
called upon to pay it. White then delivers to Baker merchandise to 
the value of $40, pays the discount with which he was charged in 
cash, and gives Baker a new note for the remainder. Baker's entries. 

16. We hold J. R. Miller's note for $500 dated April 6 at 4 months and 
bearing 7% interest. It is due today and Miller pays the interest 
in cash, makes a payment of $200 on the note and gives us a new note 
at 30 days bearing 6% interest for the balance. 

16. John C. Winter buys an office building for $60,000, paying $20,000 
in cash and giving a first mortgage for the remainder, bearing 5J4% 
interest, payable semi-annually and running for 5 years. The land is 
valued at $10,000. Make entry for the purchase of the property and 
for payment of the first interest installment. 

17. Owing to the fact that it is too small for our use, we sell a desk which 
cost $100, for $60 and buy a new one to take its place for $150. 



CHAPTER VII 

PRACTICE EXERCISE— FINANCIAL STATEMENTS- 
CLOSING THE LEDGER 

EXERCISB 11 

The books of original entry used in this exercise will consist 
of a journal, cash book, purchases journal and sales journal. 
These books should be designed on two sheets of plain journal 
paper, one sheet being used for the cash book, pages 1 and 2 of 
the other sheet for the journal, page 3 for the purchases journal 
and page 4 for the sales journal. The headings to the columns of 
the special journals should conform to the Model Forms. 

The transactions are to be recorded in the appropriate books 
of original entry, and in accordance with the principles and in- 
structions which have been given. All accounts used should be 
reviewed and special care should be taken in the classification 
of debits and credits. 

June 1, 19 — . D. W. Hollister begins business as a wholesale merchant, 
investing $7500 cash. 
2. Paid cash for insertion of an advertisement in the daily paper, $100. 
2. Paid rent for one month in cash, $400. 

2. Bought office furniture and equipment for cash, $1000. 

3. Received an invoice of goods from Brown & Co., $312.50. Terms 
net cash. 

4. Bought goods from James F. Connell for $787.60. Terms on ac- 
coimt. 

5. Sold a bill of goods to Walter Buckley for $540. (All sales are on 
account unless otherwise stated.) 

5. Sold goods to Arthur W. Chambers for $348.75. 

6. Paid office wages for the week, $30; salesmens' wages, $200. 
8. Paid Brown & Co. for invoice of goods bought on the 3d. 

8. Sold merchandise to Churchill & Co., $465.80. 

9. Bought goods of Cutter & Bryant, cash 30 days, $1396.50. 

10. Bought goods of A. B. Chapin & Co., $550: Terms 15-day note. 

11. Gave note at 15 days, bearing interest at 6% to A. B. Chapin & Co. 
in pa3rment of invoice of the 9th. 

11. Sold merchandise to Ronald V. Tracey for $1168.75. Terms 20-day 
note* 

35 
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11. Borrowed $5000 from Thomas Watson giving note at six months and 
bearing interest at 6% as security. 

12. Sold merchandise to Walter Buckley for $467.45. 

13. Received note at 20 days, dated June 11, bearing interest at 6% 
from Ronald V. Tracy in payment of bill of the 11th. 

13. Paid office wages for week, $30; salesmen, $200; the proprietor with- 
drew $100 in lieu of his salary allowance. (Debit D. W. HoUister, 
salary a/c.) 

15. Sold merchandise to Arthur W. Chambers, $283.50. Terms net 
cash. (Make entry only in the sales journal at this time.) 

16. Received check from Walter Buckley for $250 to apply on bill of 
the 5th. 

16. Bought a building lot costing $6000, on which a store building will 
be erected; made a payment of $3000 in cash and gave a first mort- 
gage for the remainder. (Credit Mortgage Payable.) 

17. Paid a bill of $75 for office supplies. 

18. Bought merchandise from Cutler & Bryant, $960. Terms cash. 
(Make entry only in the purchases journal at this time.) 

18. Sold merchandise to Harris & Evert for $325. Terms 1 % cash. 

19. Sent Cutler & Bryant check in payment of invoice of the 18th. 

20. Paid office wages, $30; salesmen, $200; the proprietor drew a check 
for $45 in payment for suit of clothes bought of Scott & Co. 

22. Received check from Harris & Evert in payment of bill of the 18th 
less 1 % (Give them credit in the cash book for the amount of cash 
received and make an entry in the journal for the discount taken by 
them.) 

22. Bought merchandise from Brown & Co. for $630. Therms cash less 
2%. 

23. Churchill & Co. sent us a check for $200 to apply on account of their 
bill of the 8th and at the same time asked for an allowance on certain 
goods damaged in shipment. We sent them credit memorandum 
for $6.80. 

24. Sent check to Brown & Co. for invoice of the 22d less 2%. (Entry 
for the discount in the journal.) 

25. Sold merchandise to Ronald V. Tracy, $575.40. 

25. Paid note held by A. B. Chapin & Co. due today with interest. 

26. Sold merchandise to Harris & Evert, $472.50. Terms 1 % cash. 

27. Paid office wages, $30; salesmen, $200. 

29. Received check from Harris & Evert in payment of bill of the 26th 
less discount. 

29. Purchased merchandise of James F. Connell on account, $1465.70. 

30. Ronald V, Tracy paid his note of June 11th with interest. 

30. Credited the proprietor with his salary allowance of $200 per month, 
charging General Administrative Expense. He drew out in cash 
the remainder of salary due him. 

30. Paid sundry general expense bills amounting to $92.60. 

The books of original entry should how be closed and ruled 
properly in preparation for posting. 
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Prepare a list of the accounts which it will be necessary to 
open in your ledger, classify such accounts under the heads of 
assets, liabilities, expenses and income, and open them in that 
order on separate ledger paper, allowing sufficient space for each. 

Do all posting, folio each posting at time of making it and take 
a trial balance on journal paper. 

FINANCIAL STATEMENTS 

While the monthly trial balance is a summary of all the open 
accounts in the general ledger and thus is of some value in showing 
the trend of the business, yet its primary purpose is to prove the 
equation of accounts contained in the ledger. 

In order to summarize and to put into readable form the figures 
and accounts which show the financial condition of the business, 
the profits and expenses, and other matters of interest to the owner 
or officers of a business, certain statements are prepared at the 
close of each fiscal period. These statements are prepared from 
the final trial balance of the period and from inventories of trading 
goods, of supplies, etc. 

The two statements which are always prepared from books 
kept by double entry are the Profit and Loss Statement and the 
Balance Sheet. As the title indicates, the Profit and Loss State- 
ment is a compilation of the items of profit, expenses and losses 
of a certain period, while the Balance Sheet is a statement of the 
assets, liabilities and proprietorship. 

Preparatory to drawing up these statements, the trial balance 
should be analyzed and the results shown by the accounts should 
be clearly understood. This may be done by placing to the left 
of the account in the trial balance the initial letter of the 
word which indicates what the account represents. In making 
this analysis, it will be of assistance to observe the following 
principles: 

(a) An account showing a profit or income,always has a credit 

balance; an account showing a loss or expense always has a 

debit balance. 
(6) An account with an asset always has a debit balance; 

an account with a liability always has a credit balance, 
(c) An account representing the ownership interest of the 

proprietor, partners, or stockholders of a business shows 

a credit balance. 
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(d) An account mth a debit balance, therefore, represents 
an asset or a loss; an account with^a credit balance, a 
liability, profit or some element of proprietorship. 

The Profit and Loss Statement (Model 7) and the Balance 
Sheet (Model 8) illustrated in the Model Forms should now 
be carefully studied. In connection with such study attention 
is called to the^following important points: 

(a) The heading of the Profit and Loss Statement should al- 
ways show the period covered, while the heading of the 
Balance Sheet shows only the date on which it was pre- 
pared. The reason for this is that the former is a review 
or summary offwhat took place during a certain period, 
while the latter shows the financial condition at the close 
of the period. 

(6) The statements should be prepared with particular care 
and with attention to punctuation, capitalization, ruling, 
indentations, etc. The work should always present a 
finished and professional appearance. 

(o) Individual accounts with customers are shown among the 
assets under the title of Accounts Receivable, while ac- 
counts with trade creditors are shown as Accounts Payable. 

(d) The model balance sheet shows a simple classification of 
assets and liabilities. 

Current Assets are those assets which are constantly changing 
in volume due to trading activities. This class includes such 
accoimts as Cash, Notes Receivable, Accounts Receivable 
and Inventory. 

Fixed Assets are those which are acquired for permanent use 
in carrying on the business and include such items as Land, 
Buildings, Furniture and Fixtures, etc. 

Expense Items Prepaid, or Deferred Charges to Profit and Loss, 
include expense items which have not yet been consumed or 
which have a value extending beyond the current period. Such 
items will eventually be entirely absorbed as expenses but for 
the time being are shown as assets of the business. Examples 
of this class are Office Supplies on Hand; Insurance Prepaid; 
Rent Prepaid. 

Current Liabilities are those liabilities which are constantly 
matiu*ing and are changing steadily as a result^of ^trading 
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activities; Notes Payable and Accounts Payable are two ex- 
amples of this class. 

Fixed Liahilities are those which will not mature for some 
years and for the payment of which no immediate provision 
need be made. Bonds and Mortgages Payable are examples 
of liabilities of this class. 

EXERCISE W—i/Continued) 

A Profit and Loss Statement and a Balance Sheet should now 
be prepared from the trial balance which has been drawn ofif. 
The inventory of unsold merchandise amounts to $3117.25. 

In preparing these statements^ the model exercises should 
be closely followed as to titles, form, arrangement, punctuation, 
use of capitals, classification of accounts, etc. The instructor 
will point out any variation from the models which are to be 
observed in setting up the statements. 

CLOSING THE LEDGER 

Following the preparation of the Profit and Loss Statement 
and the Balance Sheet, the final work performed by the book- 
keeper at the close of the fiscal period is the closing of the ledger. 

This is the process by which all the accounts which show 
a profit and a loss are closed into a Profit and Loss account in 
the general ledger. During the period under review, these ac- 
accounts have served their purpose as a means of classifying 
all items of profit and loss, and at the end of the period they are 
closed and ruled in order that their use may be continued dur- 
ing the succeeding period. 

When the accounts showing a profit or a loss are transferred 
to the Profit and Loss account, the account will then show the 
net profit or loss which is in turn transferred to the proprietor's 
or partner's account, or to the Surplus account in the case of a 
corporation. 

After this is done, the only open accounts remaining on the 
ledger are the balance sheet accounts with assets, liabilities 
and proprietorship. 

The ledger is closed by means of journal entries which show 
the corresponding debit and credit necessary to transfer the bal- 
ance of a profit or loss account to Profit and Loss, and to trans- 
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fer the net profit to the proprietorship account or accounts. 
The closing entries illustrated in the Model Forms should be 
studied and examined carefully. 

£X£RCIS£ 11— iCanduded) 

Make closing entries in the journal, following the model 
set of entries as closely as need be. 

After making such entries they should be posted exactly 
as other journal entries are posted. 

The general ledger accounts will then be ruled and balanced. 

A proof trial balance is then taken from the ledger. The 
purpose of this is to assure the bookkeeper that the ledger has 
been correctly closed and that it is now in balance. Such a 
a trial balance is sometimes called a post closing trial balance. 

The entire work on Exercise 1 1 should now be passed in for 
examination and correction. 



CHAPTER VIU 

BUSINESS FORMS AND PAPERS 

The studying of accounting theory and practice impUes fa^ 
miliarity with the papers and documents commonly met with in 
business. While it may be assumed that most students of ele- 
mentary accounting in institutions of college grade are al- 
ready familiar with the form, wording and use of such common 
papers as the invoice, bill, promissory note, or bank check, 
yet a brief discussion of these and other business papers may not 
be out of place. 

Invoice. — ^An invoice, as the term is commonly used, ie an 
itemized statement of goods bought, showing date of purchase, 
from whom purchased, terms of purchase, quantities and items, 
prices, extensions and total (see Form No. 1). 

* 

Bill. — ^A bill is an itemized statement of goods sold, of services 
rendered or of expenses incurred. 

This distinction between the terms invoice and bill is, how- 
ever, not always observed, the words often being used in exactly 
the same sense. 

Statement. — A customer's statement is an abstract of the 
debits and credits of a customer's account, for a certain period 
and showing the balance due from him on the date that the 
statement is rendered. Such statements are usually sent out 
by wholesale and jobbing houses on or about the first of each 
month; they serve to remind the customer of the amounts 
owing by him and in addition enable him to compare the state- 
ment with his own books to see that they are in agreement 
(see Form No. 2). 

Bill of Lading. — ^A bill of lading is a document issued by a 
transportation company to a shipper acknowledging the receipt 
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of goods delivered to the company for shipment and stating the 
conditions under which they will be carried. Because the bill 
of lading stands for the goods, the title to goods in transit often 
changes hand by the transfer and delivery of the original bill 
of lading. In order to standardize . regulations with reference 
to freight shipments, a Uniform Bills of Lading Act was passed by 
Congress in 1908 and is administered by the Interstate Commerce 
Commission. This act provides for two forms of such bills as 
follows : 

1. A ''straight" bill of lading which is non-negotiable in form 
and used in all direct shipments. 

2. An "order" bill of lading which may be transferred from 
one party to another and which must be surrendered with 
proper endorsement upon delivery of the goods to the 
consignee. 

Bills of lading are made out in sets of three; the origi- 
nal is signed by both the shipper and the agent of the trans- 
portation company and is delivered to the shipper; the second 
copy, called the shipping order is signed by the shipper and is 
held by the transportation company; the third copy, the ship- 
ping memorandum is usually held by the shipper as duplicate 
receipt. 

Blank bills of lading are furnished by transportation compan- 
ies, but large shippers often have them printed for use in their 
own shipping department. 

Negotiable Paper. — Negotiable paper is commercial paper 
which circulates freely as an instrument of credit and as a me- 
dium of exchange. The three common forms of negotiable paper 
are the promissory note, check, and draft or bill of exchange. 

Promissory Note. — A promissory note, as has already been 
defined, is a proniise to pay a definite sum of money at a certain 
time (see Form No. 3). 

Check. — A check is an order drawn by a depositor upon 
money on deposit in a commercial bank, and used in the payment 
of money to a designated payee (see Form No. 4). 
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Deposit Slip. — ^A deposit ticket is a blank form furnished 
by a bank to its customers on which are listed bills, coin, checks, 
etc., which are being deposited in a ''checking" account (see 
Form No. 6). 

Check Book. — A check book is a book of blank checks fur- 
nished by the bank to its customers. The " stock" form of check 
book commonly used consists of a stub attached to each blank 
check; at time of drawing the check this stub is filled out, thus 
giving the drawer a permanent record of date of issue, amount, 
name of payee and for what issued. 

Pass Book. — The pass book, or bank book is a book in which 
the receiving teller at the bank enters the total amount of each 
deposit made; this book is furnished by the bank and usually 
retained by the depositor. Formerly, it was the practice of 
a bank to balance the pass book at certain intervals or whenever 
requested to do so by the depositor; this was done by listing 
the paid checks, or entering the total thereof, on the credit 
side of the book and showing as a balance the amount remaining 
to the credit of the depositor. It is the general custom now for 
banks to render monthly statements to all customers, and when 
this is done, the pass book becomes nothing more than a memo- 
randum of deposits. 

Bank Statement — A bank statement is a statement rendered 
by a bank periodically, usually on the first of each month, 
showing the deposits made during the month, the checks paid 
and the balance to the credit of the customer's account at the 
close of the month. Collection charges, interest credited, pro- 
test fees, and other items affecting the account are also shown 
on the statement. The canceled checks are enclosed with the 
statement when it is prepared for delivery or for mailing to the 
customer. 

Reconciliation of Bank Statement. — ^When the statement is 
received, the balance as shown thereon should be immediately 
compared with the check book balance of the corresponding 
date. If the account is at all active, the two balances will rarely 
agree, since there are probably checks which have been drawn 
but which have not been cashed or deposited by the payee. 
In order to determine what checks have not been returned. 
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the paid checks should be arranged in numerical order and a list 
made of the missing numbers. The total of all outstanding 
checks deducted from the balance as shown by the bank state- 
ment should equal the balance shown by the check book; due 
allowance must be made for interest credited to the depositor's 
account and charges against the account not yet brought on 
the books of the depositor. 

The following is a form of statement which may be prepared: 

RECONCILIATION OF BANK STATEMENT 

July 1, 1918 

Balance per bank statement $976 . 40 

Deduct: Checks Outstanding: 

No. 1387 $42.00 

No. 1389 12.60 

No. 1395 3.76 

No. 1397 118.20 

No. 1398 94.60 271.16 

Balance per check book $705 . 24 

Certified Check. — ^A- certified check is one which bears the 
guarantee on certification of the bank on which it is drawn that 
the checkis genuine, and that funds have been set aside with which 
to meet it when it is presented for payment. A check is certified 
by its being presented to the bank by the maker before delivery, 
or by the payee, after delivery and having a rubber stamp im- 
pression placed across the face, bearing the word, "Certified," 
the date, and the signature of a bank official. The amount of 
such check is immediately charged against the maker's account 
and placed in a special account awaiting the presentation of 
the check for payment. 

Draft or Bill of Exchange. — ^A bill of exchange is an order 
drawn by one person or firm on another for the payment of a 
stated sum of money to the person or firm named in the body 
of the instrument. 

A draft has three parties as follows: the drawer, or the person 
Jwho draws it; the drawee^ the one on whom it is drawn and who 
is expected to honor it; the payee, the one in whose favor it is 
drawn. 

As regards time of payment a draft may be drawn at sight 
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in which case it is payable upon presentation to the drawer; 
or it may be drawn payable a certain number of days "after 
sight" or "after date/' in which case it is spoken of as a "time 
draft." 

The drawee of a time draft honors it, if he desires to do so, 
by accepting it, which consists of writing across the face the word 
"Accepted/' followed by the date of acceptance and his signa- 
ture. The place at which it is payable is also often stated. 
An acceptance is equivalent to a promise to pay the draft at 
maturity. 

As one form of negotiable paper, drafts have the following 
commercial uses: 

(a) The sight draft for collection is a means of collecting over- 
due accounts or accounts which may be doubtful of collection. 
In accordance with the usual procedure, the creditor draws a 
draft upon the debtor for the amount of the debt, making it 
payable at his (the creditor's) bank where it is left for collection. 
The bank sends notice to the debtor by messenger, if he resides 
in the same city, informing him that such a draft has been drawn 
upon him and asking him to call at the bank at once and pay it. 
If the draft is paid, the amount, less perhaps a small collection 
fee is placed to the credit of the drawer; if the draft is not paid, 
notice of dishonor is sent to the drawer and the draft is returned. 
If the drawee resides in another city, the draft is forwarded 
by the drawer's bank to some bank in that city which bank 
attends to the collection. 

This method of collection is effective, because it is a dignified 
and business-like way to urge payment. If the drawer dishonors 
a draft without good reason, the effect upon his credit is bad, and 
knowing this, he wUl, if possible honor a draft drawn upon him 
for a just debt (see Form No. 6). 

(b) A draft with bill of lading attached is a tmeans of obtaining 
payment from a customer prior to the delivery into his hands of 
the merchandise shipped to him. This method of shipping 
goods is common among dealers in certain commodities, such as 
grain, flour, cotton, wool, etc. It is often employed when ship- 
ment is made of the first order received from a customer if there 
has been no time to look up his credit rating, or if a customer's 
credit has by experience been found to be poor. 

When such a shipment is made, a draft is drawn upon the 
customer either at sight or time, made payable at the bank of 
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the selling house; the draft is attached to the original bill of 
lading and is loft at the bank with instructions that it be for- 
wardo<l for collection. The bill for the goods goes forward by 
mail with a notice either by letter or expressed in the terms 
stated on the bill, that shipment is being made in this manner. 

Upon receiving notice from a bank in his own city of the ar- 
rival of the draft, the drawer pays or accepts the draft and re- 
ceives the bill of lading which, upon receipt of a notice from 
the railroad company of the arrival of the goods, he presents to 
the railroad as evidence of ownership. 

(c) A trade acceptance is a use of the draft which has been grow- 
ing in popularity in recent years, largely through the strong 
endorsement of its use by the Federal Reserve Board and by 
many prominent banking houses. It is defined by the Board as 
"a bill of exchange drawn by the seller upon the purchaser of 
goods and accepted by such purchaser. " 

The purposes served by the trade acceptance are that open 
book accounts are converted into a liquid asset; the correctness of 
the account is acknowledged by the debtor, it reduces the expense 
of collection and of loss from uncollectable accounts; it prevents 
the taking of a cash discount after the discount period has expired; 
it fixes a date of maturity; it helps the creditor to complete his con- 
tract and thus improves his financial standing; it relieves the seller 
of the possible necessity of selling his accounts receivable at a 
high rate of discount; in short, the trade acceptance does away 
with most of the evils arising from the sale of goods on open 
account. 

Inasmuch as the acceptance is drawn against an actual sale 
of goods it is regarded by the bank as a more attractive form of 
commercial paper than a loan to be used in financing future trans- 
actions, and this combined with the fact that it is two-name 
paper, results in such paper being taken by the banks at a lower 
discount rate. 

Such drafts do not diflFer any in form from those already 
discussed. The seller of the goods is the drawer; the purchaser, 
the drawee; the seller may name himself as the payee or he may 
draw the draft to the order of his bank. (It would be drawn as of 
the date of sale and for the term of credit allowed by the seller.) 

The draft is sent to the drawee for acceptance after which 
it may be discounted by the drawer, the sale thus being con- 
verted into ready cash (see Form No. 7). 
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(d) Bank DrafU,—k bank draft is a draft drawn by one bank 
upon another and made payable to a private in<Uvidual or firm. 

Such a draft may be procured from any bankmg house, 
one's personal check being exchanged for the draft which is 
simoly the check drawn by the bank itself upon an account kept 
With a correspondent bank in another city. K one does not have 
a checking account, the draft may be purchased for cash. The 
drafts in more common demand are those drawn upon banking 
houses in the larger banking centers, particularly New York, 

Chicago, and Boston. 
ThTbank draft is used as one method of transmittmg money 

in cases where it is not advisable to send one's personal check; 

it is also a convenient form in which to carry funds in excess 

of one's current needs. 
Cashier's Check.— A cashier's check is a check drawn by the 

cashier of a bank upon the bank's own funds Such a check 

may be used in paying the current bills of the bank and is often 

used in the place of a bank draft or a certified check. 

Power of Attorney.— A power of attorney is a legal document 
which confers upon the person named therein the authority to 
perform certain duties in the name of the one who confers the 
power. Instead of special powers being designated, the docu- 
ment may confer general powers to act for the mdividual. 

Lease —A lease is a contract between landlord and tenant, 
by the terms of which the tenant is given the right to the use 
of certain property for a stated period at a specified rent. 

Articles of Copartnership.— A contract or agreement entered 
into by two or more individuals who are forming a partnership 
for the purpose of carrying on a certain business or profe^ion. 
Such a contract specifies the date of agreement, nature of the 
business, place of business, firm name, investment of each 
partner, salary aUowances, description of partners duti^, 
and aU matters about which it is essential to have a definite 
understanding. 



CHAPTER IX 

PERCENTAGES OF PROFIT AND EXPENSES- 
GENERAL REVIEW 

No information gleaned from a Profit and Loss Statement is of 
greater value to the merchant than the per cent, of gross and net 
profit realized on the volume of business done, the per cent, of the 
gross profit consumed by the different classes of expenses^ and the 
rate of profit realized on the capital employed. These results ex- 
pressed in rates of per cent, indicate much more concisely the 
progress of the business than the same results expressed only in 
dollars and cents; and furthermore, comparison of one period's 
business with another are made much more easily. 

From an arithmetical standpoint the rate of profit made on 
the sale of an article is always reckoned as a certain percent, of its 
cost. Expressed in arithmetical terms, the cost of an article or of 
a quantity of merchandise is regarded as the "base" and the 
profit realized as the "percentage," the rate of profit being found 
by dividing the "precentage" by the "base." While this princi- 
ple is absolutely sound and one that appeals inunediately to the 
reason as the only correct method of figuring a rate of profit, yet 
in actual practice as a result of business expediency and con- 
venience, many merchants and business houses reckon their 
rate of profit on the sales instead of on the cost of sales; 
in other words, the selUng price is used as the base instead of the 
cost. In many lines of business this practice is so general that 
the arithmetical basis of such calculations is almost entirely lost 
sight of and the selling price is regarded as the only basis for 
figuring profits. 

Because of this difference in practice, often resulting in mis- 
understanding as to what a rate of profit really represents, it 
is important to express in such calculations the basis on which the 
rate of profit was figured; also, because of the variance in prac- 
tice, it is necessary to be familiar with both methods. 

The rules to be observed in percentage calculations, when- 
ever such are required, are as follows: 
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To Find the Rate of Gross Profit on the Cost of Sales: 

Divide the gross profit on sales by the cost of goods sold. 
To Find the Rate of Gross Profit on Selling Price: 

Divide the gross profit on sales by the net sales. 
To Find the Rate of Net Profit from Operations: 

If cost is to be used as the base, divide the net profit from 
operations by the cost of goods sold. 

If selling price is to be used, the divisor will be the net sales. . 

If the Operating Expenses are Classified Under the Heads of 
Selling Expenses, Delivery Expenses, General Administrative 
Expenses, and it is desired to Find the Per Cent of Gross ProfU 
Consumed by Each: 

Divide each class of expense by the gross profit on sales. 
To Find the Rate of ProfU on Capital Employed in the Bitsiness: 

If a sole proprietorship, divide the net profit by the proprietor's 
capital account. 

If a partnership, divide each man's share of the net profit 
by his capital account. 

If a corporation, divide the net profit by the capital stock 
outstanding plus the surplus. 

In case a separate Drawing account is kept with each partner, 
if drawings have been made in excess of salary allowance or of 
anticipated profits, resulting in an impairment of capital, such 
drawings should be taken into account in stating the capital on 
which the rate of profit is reckoned. If such drawings are made 
at regular intervals and in even amounts it is an easy matter to 
ascertain the average capital employed during the year. 

It might also be argued that a part of the capital employed 
during the year consisted of a certain amount of the profits 
realized and that in determim'ng the average capital for the year, 
such earnings as remain in the business should be considered. 

To Illustrate : 

Let us suppose a business is established by an individual who 
makes a cash investment of $50,000, the net profit for the year 
being $5000. Assuming that the earnings were allowed to re- 
main in the business, thus becoming an addition to capital, the 
average capital for the year would be $50,000 plus one-half of the 
year's profits, or $52,500 and the rate of profit should accordingly 
be reckoned on that amount. However, this element is rarely 
taken into account. 
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The following problem illustrates the application of the prin- 
ciples given above: 

PROBLEM 

The trading operations for the six months ending June 30 are 
as follows: Inventory, January 1, $204,727; net purchases, 
$725,229; Inventory, June 30, $277,784; net sales, $801,134; 
selling expenses, $31,385; general administrative expenses, 
$34,712; invested capital, $512,600'. 

Compute the following: 

1. Rate of gross profit on cost of sales 

2. Rate of gross profit on sales 

3. Per cent, of selling expenses 

4. Per cent, of general administrative expenses 

6. Per cent, of gross profit remaining; also rate of net profit on capital 
6. How many times has the stock been turned during the six months? 

SoltUion 

Profit and Loss Statement, January 1 to June 30, 19 — . 

Sales 1801,134 

Deduct. 

Cost of Goods Sold: 

Inventory, January 1 $204,727 

Add: 

Net Purchases 725,229 $929,956 



Less: 

Inventory, June 30 277,784 662,172 



Gross profit on sales (21.84% of cost; 18.59% of sales) $148,962 

Deduct: 

Selling expenses (21.07% of gross profit) $31,385 

General administrative expense (35.22% of gross 
profit) 52,467 83,852 



Net profit (43.71 % of gross profit; 12.69% of capital) $65,110 

Letting the gross profit on sales represent 100%, it will be 
observed that the sum of the per cents of selling expenses, gen- 
eral administrative expenses and of net profit remaining, is equal 
to 100%. 
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Observe that in reckoning a rate per cent., the result is carried 
to two decimal places and the per cent, sign used in expressing 
the rate. 

Turnover of Stock. — ^Another important fact regarding the 
volume of business done in which a merchant is always interested, 
is the "turnover" of stock. 

As generally understood, the "turnover" for a period is the 
cost of goods sold during that period. From this, we determine 
the number of times the stock has been turned, by dividing the 
cost of goods sold by the average stock carried. 

In the problem above, the result would be obtained as follows: 

Cost of goods sold $652,172.00 

Inventory, January 1 204,727.00 

Inventory, June 30 277,784.00 

Average inventory 241,255.50 

$652,172 divided by $241,255.50, gives a result of 2.7, the 
number of times the stock was turned during the six months' 
period. 

General Review. 

EXERCISE 12 

THOMAS SMALL 

Trial Balance — ^December 81, 1018 

Cash 81,018.75 

Accounts Receivable 5,157. 75 

Notes Receivable 550.00 

Office Equipment 500.00 

Delivery Equipment 1,850.00 

Accounts Payable 82,145.20 

Notes Payable 1,000.00 

Thomas Small, Capital 7,000.00 

Thomas Small, Current 175.00 

Sales (Dr. 8312.50; Cr. 818,617.80) 18,305.30 

Purchases (Dr. 816,472.80; Cr. 8210.75) 16,262.05 

Freight and Cartage in 217.20 

Selling Expense 2,115.00 

General Administrative Expense 620.00 

Discounts on Purchases 148.60 

Interest on Notes Receivable — 12. 50 

Discounts on Sales 145 . 85 



128,611.60 828,611.60 
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The inventory of merchandise on hand December 31, 1918 is 13161 . 50. . 

The following work is required: 

(a) 'Working Sheet. 

(6) Profit and Loss Statement for the month of December. 

(c) Balance Sheet, December 31, 1918. 

(d) Closing Entries. 

Workmg Sheet. 

By means of a "working sheet," a complete analysis of the 
general ledger balances is made as an aid in preparing the 
financial statements. For this purpose, analysis or figuring 
paper is used. This paper contains a space on the left for a 
transcript of the general ledger accounts, and is followed by 
parallel money columns. The ledger balances are entered in the 
first two money columns, and in the columns to the right are 
entered the losses, gains, assets and liabilities shown by the 
accounts in the trial balance, a separate money column being used 
for each. 

If adjustments of certain accounts are necessary before the 
final figures can be arrived at, the two columns immediately to 
the right of the trial balance columns are used for such adjust- 
ments; in these columns the adjusting entries are posted as 
debits and credits to the accounts affected. The adjusted trial 
balance is then shown in the third pair of columns, the extensions 
into the Losses and Gains Columns and the Balance Sheet Col- 
umns being made from the adjusted trial balance. 

As has already been stated, the purpose of the working sheet 
is merely to aid in the assembling of the items and figures which 
are used in preparing the financial statements and to show the 
results in such a graphic form that mathematical or clerical 
errors may be more easily detected. The sheet is merely one of 
the ''working papers" of the bookkeeper or accountant, and is 
not submitted as a part of his statements or report. 

Model 10 shows a Working Sheet prepared in accordance with 
the usual practice. It should be carefully studied. 
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EXERCISE IS 

ARTHUR JOHNSON 

Trial Balance — ^June 80, 1918 

Land $2,000.00 

Buildings 12,000.00 

Furniture and Fixtures— Office 1,250.00 

Furniture and Fixtures— Store 3,000.00 

Cash 641.40 

Accounts Receivable 13,480. 95 

Notes Receivable 500.00 

Inventory, January 1, 1918 7,252.75 

Mortgage Payable $5,000.00 

Accounts Payable 6,472.90 

Notes Payable 2,000.00 

Arthur Johnson, Capital 20,000.00 

Arthur Johnson, Salary 50 . 00 

Purchases 18,620.50 

Purchase Returns and Allowances 210.00 

Sales 33,217.60 

Sales Returns and Allowances 375.00 

Freight and Cartage inward 287.50 

Discounts on Purchases 227 . 50 

Interest on Mortgage Payable 150.00 

Interest on Notes Payable 270.00 

Interest on Notes Receivable 15.00 

Discounts on Sales 194.65 

Maintenance of Real Estate 572. 75 

Delivery Expense 825.00 

Selling Expense ' 2,100.00 

General Administrative Expense. .' 3,672.50 



$67,193.00 $67,193.00 



Inventory, June 30, 1918, $4,327.85. Observe that the inventory at the 
beginning of the period is shown as a separate account in the trial balance. 

The following is required : 

(a) Profit and Loss Statement, January 1, 1918 to June 30, 1918. 

(6) Balance Sheet. 

(c) Closing Entries. Before making the closing entries study the 

function of the three accounts which follow and make^use of all 

of them in making the closing entries. 
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Inventory 



Debit: 

At the close of the fiscal period 
with the cost of goods on hand as of 
the closing date. 

If a Trading account is used, the 
corresponding credit is to Trading; 
if such an account is not used, the 
Purchases account would be credited. 



Credit: 

At the close of the fiscal period 
with the cost of goods on hand at 
the beginning of the period. 

If a Trading account is used the 
corresponding debit is to Trading; if 
such an account is not used, the 
Purchases account would be debited. 



In either case the balance of the account represents the cost of goods 
on hand as at the close of the period. It is a current asset and should be 
shown as such in the Balance Sheet. 



Generally speaking, all merchandise on hand should be carried 
on the books at cost unless the present market value is materially 
and permanently below cost, in which case the shrinkage should 
be taken care of by means of a reserve account. The custom 
sometimes resorted to of marking up goods to agree with the 
fluctuations of the market price should never be tolerated. This 
results in an anticipation of profits which may or may not be real- 
ized and which in any event should not be brought on to the 
books until they are realized. 

The cost of goods on hand is usually taken to mean the invoice 
cost of the goods plus the expense of freight and hauling inward, 
and if considerable, the expense of unloading and storing; in 
other words, cost usually means "laid down cost." Of course, in 
a good many instances where the number of commodities handled 
is very large or come from many different parts of the country 
it is hardly practicable to include freight and hauling charges as 
a part of the cost. In other cases where only one conmiodity 
is handled or only a few different commodities, the expense of 
freight and hauling inward can and should be added to the cost. 
There are various methods of doing this, as follows: 

1. When a "going" inventory is maintained the expense of 
freight and hauling inward should be added to the invoice cost 
when the entry recording the receipt of the goods is made on the 
inventory sheets. If the invoice in question represents the pur- 
chase of only one commodity the total cost is found by adding 
the freight and hauling expense to the invoice cost; the unit cost 



62 THEORY AND PRACTICE 

is found by dividing this result by the number of units purchased. 
If the invoice represents the purchase of several commodities the 
freight and hatiling expense must be divided among them on some 
predetermined basis, possibly the weight or bulk of each com- 
modity, or possibly the number of packages of each commodity. 
After this is done the unit cost of each commodity is found by 
adding its share of the freight and hauUng inward to the total 
invoice cost and dividing the result by the number of units. 
When this method is employed the unit costs to be used in 
figuring the inventory should be taken directly from the going 
inventory sheets. 

2. This method consists in adding a certain proportion of the 
cost of freight and hauling inward for the period to the result 
of a physical inventory taken at invoice costs. The amount 
to be so added to the inventory is found as follows: 

• Divide the total expense of freight and hauUng inward for the 
period by the net purchases for the period; the resulting rate 
gives the cost of freight and hauling inward per dollar of pur- 
chases. Multiply the inventory figure by this rate; the product 
will be the amount to be added to the physical inventory taken at 
invoice cost. 

EXAMPLE 

Freight and hauling inward for the period, $12,000; purchases 
for the period, $450,000; inventory at the end of the period at 
invoice cost, $76,000. 

$12,000 -4- $450,000 = .0267 
75,000 X. 0267 =$ 2,002.60 
75,000 X 2,002.50 = $77,002.50 

The objection of this method is that it makes no distinction 
between goods shipped f.o.b. destination and those shipped 
f.o.b. shipping point. Neither does it make any distinction 
between bulky goods upon which the freight is large and goods 
upon which the freight is small. This objection is partly over- 
come by the third method. 

3. This method distinguishes between goods shipped f.o.b. 
destination and those shipped f.o.b. shipping point by providing 
in the Voucher Register or Purchase Journal separate columns 
for these two classes of purchases. 
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The Inventory Sheets must also be made up in such a way 
as to provide a similar distinction between the two kinds of 
purchases. The rule described above is then applied only to the 
goods shipped f.o.b. shipping point, the figures to be used being 
taken from the corresponding columns in the Purchase Record 
and on the Inventory Sheets. 

TRADING AND COST OF GOODS SOLD ACCOUNTS 

In closing the ledger, the following accounts are often used 
for the reason that they make a more detailed showing of the 
trading activities and that through the ledger more statistical 
information is available. 

Trading 



DehU: 
At the end of each period: 
With the cost of goods on hand 

at the beginning of the period. 

(Credit Inventory.) 
With the net cost of purchases 

for the period. (Credit Purchases.) 



CredU: 
At the end of each period; 
With the net sales for the period. 
(Debit Sales.) 

With the cost of goods on hand 
at the end of the period. (Debit 
Inventory.) 



This is an account used only at the end of each period. The balance 
shows the gross profit or loss on sales made and is closed into Profit and Loss. 



Cost op Goods Sold 



Debit: 

At the end of each period with the 
cost of goods sold during the period. 
(Credit Purchases.) 



CredU: 

At the end of each period with the 
cost of goods returned by trade 
customers during the period. 



The balance of this account represents the net cost of goods sold for the 
period and is closed into Sales account. 
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£X£RCIS£ li 

G. L. PBNNOCK 

Trial Balance—December 81, 1918 

Cash 113,647.70 $10,376.20 

Accounts Receivable 44,716.25 40,372.60 

Bills Receivable 2,400.00 1,400.00 

Furniture and Fixtures 1,200.00 50.00 

Delivery Equipment 2,475.00 

Merchandise on Hand, June 30, 1918 6,472.90 

Accounts Payable 36,692.75 40,756.20 

G. L. Pennock, Capital 14,652.80 

G. L. Pennock, Salary 1,100.00 1,500.00 

Purchases 43,756.85 

' Sales 48,712.25 

General Administrative Expense 4,612 . 50 

Delivery Expense 1,152.60 

Interest on Notes Receivable 140. 00 

Loss on Bad Accounts 92.00 

Discounts on Purchases 384. 50 

Loss on Sale of Desk 25.00 



$158,343.55 $158,343.55 



Points to be considered: 

(a) Note that in the above trial balance, both debit and credit footings 
are given. 

(6) Explain what the debits and credits to the following accounts rep- 
resent; Cash, Accounts Receivable; Notes Receivable; Accounts 
Payable. 

(c) How do you explain the $50 credit to Furniture and Fixtures? 

(d) How do you explain the difference between the volume of sales and 
the amount charged to customers? 

(e) What account must have been credited at the time of debiting Loss 
on Bad Accounts? 

(/) What do you assume to be the terms of sale extended to customers? 
Why? 

The following is required: 

(a) Profit and Loss Statement. 

Merchandise on hand December 31, 1918, $7,124.27. 
(&) Balance Sheet. 

(c) Closing Entries. 

(d) Calculate the following percentages; rate of profit on cost of sales; 
on sales; rate of net profit on capital employed; calculate number of 
times stock was turned. 
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EXERCISE 16 

(Review Exercise. Estimated Time Required, 2 Hours) 

Enter the following transactions in cash book, journal, purchases and 
sales books. Use page 1 of a sheet of journal paper for journal, 2 and 3 
for cash book, and 4 for purchases and sales books. 

October, 19 — . 

1. Student invested cash, 110,000. 

2. Purchases from American Book Company, on account, 12600. 
5. Purchased from Bacon & Company, on account, $4000. 

7. Purchased from H. L. Carter, on account, $1500. 

9. Purchased from Gmn & Company, on accoimt, $650. 

10. Sold to A. B. WiUiams, $1500. 

11. Sold to Jones & Smith, on account, $672. 

12. Sold to R. L. Davis, on account, $1200. 

13. Sold to A. C. Bowman, on account, $2000. 
15. Paid American Book Company bill, less 5%. 
17. Received cash of R. L. Davis, less 2%. 

19. Paid Bacon & Company bill, less 5%. 

20. Received cash on account from A. C. Bowman, $1200. 

21. Paid salaries to date, $200. 

22. Paid telephone bill, $18.50. 

23. Paid gas biU, $9.40. 

25. Received note from Jones & Smith on account, $500. 

26. Gave note to H. L. Carter on account, $1000. 

28. Gave note to Ginn & Company, on account, $400. 

29. Paid note held by H. C. Carter with interest for 15 days. 

30. Returned goods to H. L. Carter, $12.50. 

31. Salaries to date, $500. 

After entering the above transactions, the following is required: 

1. Close all books in preparation for posting. 

2. Post and take a trial balance. 

3. Prepare Profit and Loss Statement. Inventory, $4500. 

4. Balance Sheet. 

5. Closing entries and ruling up of ledger accoimts. 

EXERCISE 16 

(Review Exercise, Estimated Time Required, 2}i hours) 

Use the following books: Purchases, Sales, Cash, .Journal and Ledger; 
head all columns as may be necessary. Enter the following transactions : 

Nov. 1, 19 — . D. A. Brown invests $8000 cash in business. 

5. Purchased on account from R. C. Welch, $3520. 

6. Purchased for cash furniture and fixtures, $375. 

10. Sales on account: J. C. White, $250; A. M. Crowell, $791. 

11. Cash sales, $165. 
5 
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13. Paid cash as follows: rent, $75; office stationery, $5; safe, $50. 

15. Gave R. C. Welch note due in 20 days for $3520. 
Purchased on account of N. R. Jones, $1650. 

Sold to M. D. Mill, $250; L. T. Crossett, $139, on account. 

J. C. White settled his account by giving me a note at 10 days at 

6%. 

16. A. M. Crowell gave us his note at 30 days for $500 and paid cash 
for balance of his account. 

20. Endorsed J. C. White's note over to N. R. Jones to apply on account. 
23. Cash sales, $495. 

M. D. Hill returned $50 worth of goods in bad condition. 
25. Sent the goods re umed by M. D. Hill to N. R. Jones and obtained 

credit for $40. 
28. Paid salary of sales clerk, $48. 
30. Purchased of R. C. Hupp on account, $650. 

Cash sales, $500. 
30. We give our note for $750 at 60 days to N. R. Jones. 

Open accounts in the ledger, four to the page. Post and take a trial 
balance. 

Prepare a profit and loss statement. 

Pi^pare a balance sheet — statement form, current assets first. Inventory 
November 30, 19—, $3560. 



CHAPTER X 
JOHN G. WaSON PRACTICE SET 

This practice set is divided into two parts, each part covering 
the transactions for one month. It is intended to give the 
student drill in writing up a simple set of books, under con- 
ditions which approximate, so far as is possible, those found 
in actual practice. The student should follow closely the prin- 
ciples developed in the text, and should give particular attention 
to the neatness and arrangement of the work. All journal and 
cash book entries should be accompanied by concise and clear 
explanations; care should be taken in making figures and rulings; 
and all the work should be properly punctuated and capitalized. 
If possible, there should be no erasures, and if wrong entries 
are made they should be adjusted by means of correcting entries. 
It would be difficult to exaggerate the importance of doing neat, 
careful work. In modern bookkeeping it is not sufficient to 
arrive merely at correct results; but correct results must be 
arrived at in the right way. 

The set should be begun at this point. The second month 
is to be written up after the student has had practice in drafts and 
acceptances, columnar books of entry, controlling accounts, and 
adjusting entries. 

The books to be used for the first month are the Purchases 
Journal, Sales Journal, Cash Book, General Journal, Ledger, and 
Check Book. Entries in the Purchases Journal are assumed to 
be made from invoices received from creditors, checked against 
the goods received and properly approved. Entries in the Sales 
Journal are made from the bills sent to customers and from cash 
sales tickets. As has already been explained, in actual practice 
outgoing bills would be made in dupUcate, the originals being sent 
to the customers, and the duplicates retained in the office arid 
used as a medium for posting to customers' accounts and for 
writing up the sales journal; but it would obviously add nothing 
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to the practical value of this set to require the student to make 
out bills in duplicate. Entries are made in the Sales Journal from 
customers' copies of outgoing bills, and postings to customers' 
accounts are made from the Sales Journal entries. 

Entries for receipts of cash are assumed to be made from checks 
and currency received from customers, cash sales, the discounting 
and payment of notes and from other sources. The student is re- 
quired to write out checks, notes and deposit tickets issued, and to 
keep a record of deposits made and checks drawn on the bank. 
Cash discounts received and allowed may be recorded by means 
of journal entries or by means of contra entries in the cash book. 
The accounts to be kept in the Ledger are as follows: 

John G. Wilson — Capital, Cash, accounts with customers 
(eighteen), Notes Receivable, Inventory, Furniture and Fixtures, 
accounts with creditors (twelve). Notes Payable, John G. Wilson — 
Salary, Sales, Sales Returns and Allowances, Purchases, Purchase 
Returns and Allowances, Freight and Cartage In, Buying and 
Receiving Expense, Selling Expense, Delivery Expense, Credit 
and Collection Expense, General Administrative Expense, Inter- 
est on Notes Receivable, Discounts on Purchases, Discounts on 
Notes Payable Prepaid, Interest on Notes Payable, Discounts 
on Sales, Discounts on Notes Receivable, Cash Sales, Profit and 
Loss. 

It will be noted that an account is kept in the Ledger for each 
creditor and customer and that only general expense accounts are 
operated. A quarter of a page should be allowed for each account 
except Notes Receivable, Notes Payable, Freight and Hauling 
In, Selling Expense, Delivery Expense, and General Adminis- 
trative Expense, for each of which half a page should be allowed. 
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TRANSACTIONS FOR THE MONTH 

On January 1, 19 — , John G. Wilson, of Chicago, 
111., has purchased the assets of one Henry L. Clarke, 
who has been operating a wholesale dry-goods busi- 
ness. An appraisal of the assets purchased has been 
made, a« follows: 

Accounts Receivable : 

H. C. Baker, Chicago $734.90 

A. B. Carter & Co., Springfield, 111 1,627.82 

Central Dry Goods Co., Chicago 460 . 50 

Falvey & Wilson, Madison, Wis 175 . 00 

Mason, French & Co., Chicago 2,869.47 

R. A. Pond, Bloomington, 111 532.90 

Rogers & Carter, Evansville, Ind 944 . 63 

Smith's Dry Goods Store, Chicago 1,692.70 

19,037 92 
Notes Recefvtable : 

Note of Falvey & Wilson, dated November 9, 

19—, at 60 days $1,250.00 

Note of B. A. Williams & Co., Chicago, dated 
December 15, 19 — , at three months 980 . 50 

2,230.50 

Merchandise valued at 16,720 85 

Store and OflBce Furniture and Fixtures 1,500 00 

Total assets purchased $29,489.27 



In part settlement for the assets purchased Mr. Wil- « 
son assumes certain liabilities of Mr. Clarke, as follows: 

Accounts Payable: 

Bliss, Faber & Co., Chicago $2,468.70 

Manchester Cotton Mills, Manchester, N. H 1,575.43 

R. C. Norton & Co., Utica, N. Y 870.00 

Rice & Downing, Chicago 1,438. 73 

$6,352.86 
Notes Payable: 

Note due Franklin National Bank, dated Decem- 
ber 15, 19—, at 30 days ' 5,000.00 

Total $11,352.86 
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Mr. Wilson issues to Mr. Clarke his personal check 
for the balance due on account of the assets purchased. 
He also deposits his check for $10,000 at the Mer- 
chants Bank as a part of his investment in the business. 
The business is to assume the liabilities taken over 
by Mr. Wilson. 

The student will make the journal and cash book entries 
necessary to give e£fect to these transactions; make out a 
deposit ticket for the deposit at the Merchants Bank, and make 
the proper entry on the Check Book stub. • 

Mr. Wilson has rented a warehouse at 525 South 
Street at a rental of $500 per month. He is to act 
as manager of the business, do the buying, pass upon 
credits and supervise the work of the salesmen. The 
sales force consists of six traveling salesmen and three 
store salesmen. 

There are the necessary store clerks, packers, and 
shippers. The office force consists of a bookkeeper, 
billing clerk, and stenographer. Mr. Wilson decides 
to charge the business $250 a month for the services 
rendered by him. 

January 2 

Drew a check for $200 on the Merchants Bank to 

the order of Cash. Turned the check into currency 

to be used at the office for petty disbursements and 

for making change. 

Draw the check and make the proper entry on the stub of the 
Check Book. Place all checks drawn in the envelope for 
Outgoing Papers. 

Paid in* Currency: 

Stamps $125.00 

Ink, pens and pencils 12.50 

Received an invoice from Hill, Smith and Company, 
Chicago, for books of entry, letterheads and bill 
heads $350.00 

The invoice has been checked against the goods and found 
to be correct. As this transaction does not represent a purchase 
of trading merchandise, the entry therefor should be made in 
the Journal rather than in the Purchases Book 

Sent Bliss, Faber & Co., a check on account of the 
amount due them $1,500.00 



. 
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January 4 

We have received the following goods. The cor- 
responding invoices have been compared with goods 
received and are correct. 

From Conant Brothers and Company, Chicago, 
terms a/c 30 days, date of invoice January 3: 

5 Cases, 7400 yds. A. C. Ginghams @ 16ff. per yd. 
10 Cases, 12,217 yds. Puritan Shirtings @ 12ff. per 
yard. 
From Columbia Print Works, Buffalo, N. Y., 
terms 2/10, N/30, date of invoice December 27: 
12 Cases, 14,400 yds. Columbia Prints @ 1\U. 
per yd. 
From Rice and Downing, Chicago, terms net 30 
days, date of invoice January 2: 

7 Cases, 5318 yds. XX Cotton Duck @ 14>^^. 
per yd. 
Paid freight on the shipment from Buffalo, N. Y. . . $167.40 

Make check to the order of R. A. Willard, Agent. 

Insured our stock of merchandise through the office 
of Russell and Company for $15,000. Life of policy 
one year. Paid premium by check. $137.50 

Received from R. A'. Pond a note at 30 days with 
interest at 5%, dated January 3, on account of the 
amount due from him $200. 00 

Drew a check for the amount of the payroll for the 
four days ending January 4th. Cashed the check at 
the bank and distributed the currency as follows: 

Store salesmen $83 . 00 

Store clerks : 108.50 

Shipper and packers 75. 50 

Office clerks 45.00 

Total payroll $312.00 

Paid in Currency: 

Carfares $1 .40 

Telegrams '. 3.00 

Cleaning office 5.00 
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January 6 

The following orders have been filled and shipped, 
and are ready for billing: 

H. C. Baker, Chicago, terms 2/10, N/30: 

25 Pes. 800 yds. Eureka Bleached Cotton @ 9ff. 
per yd, 

12 Pes. 495 yds. Puritan Shirtings @ 16ff. per yd. 

6 Pes. 300 yds. A. C. Ginghams @ 22>^^. per yd. 

Marshall Field Company, Chicago, terms 2/30, 
N/60: 

50 Pes. 2112 yds. Columbia Prints @ 9ff. per yd. 

4 Cases, 88 pair XX Woolen Blankets @ $3.75 
per pair. 

R. A. Waters & Co., Galesburg, 111., terms 30-day 
note with interest at 6%: 

12 Pes. 375 yds. Oakdale Broadcloth @ 87^. 
per yd. 

12 Pes. 315 yds. English Cheviot @ $1.15 per yd. 
10 Pes. 485 yds. Avondale Prints @ 123^^^. per yd. 
A. B. Carter and Company, Springfield, 111., terms 
N/30, f.o.b. Springfield: 

5 Cases, 968 yds. A. C. Ginghams @ 223^^ff . per yd. 

Write out the bills, make the entries in the Sales Journal, 
and place the bills in the envelope for Outgoing Papers. 

Paid the freight on the shipment to Springfield by 
check drawn to the order of B. A. Craft, Agent $34.70 

Received an invoice from the Ellis Adding Machine 
Company for an adding machine for use in the office . . $225 . 00 

Make the entry for this transaction in the journal. 

Sent Columbia Print Works, a check for their in- 
voice of December 27, less cash discount. 

January 8 

Received a check in settlement of Falvey and Wil- 
son's note of November 9, due today $1,250.00 

Received the following checks: 

From H. C. Baker, in full to January 1 $734 . 90 

From Smith's Dry Goods Store, on account $200.00 
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We have signed a contract with the Shumwell Ad- 
vertising Agency for advertising matter to appear in 
the *'Dry Goodsman," a trade journal. Issued a 
check to cover advertising for January $175.00 

Issued to R. C. Norton and Company a note at 30 
days with interest at 6% for the amount of our indebt- 
edness to them. 

Make out the note in proper form and place with outgoing 
papers. Date the note January 8. 

Deposited at the Merchants Bank the following 
checks: 

H. C. Baker, drawn on First National Bank, 
Chicago $734.90 

Smith'.s Dry Goods Store, drawn on Merchants 
Trust Co., Chicago 200.00 

Falvey and Wilson, drawn on Madison, Wis 1,250.00 

Total deposit $2,184.90 

Write out the deposit ticket, make the proper entry on the 
the stub of Check Book, and place the deposit ticket with the 
outgoing papers. 

January 9 

Orders have been filled and shipped as follows: 

H. C. Baker, Chicago, terms 2/10, N/30: 

15 Pes. 613K yds. Excell Muslin Prints @ 14^. 
25 Pes. 980 yds. Columbia Prints @ 9ff. 
5 Pes. 175 yds. English Cheviot @ $1.15. 
Central Dry Goods Company, Chicago, terms 3/10, 
N/30: 

25 B. 64 Linen Table Cloths @ $4.75 each. 
25 doz. B. 64 Linen Napkins @ $4.75 per doz. 
Marvin and Company, Elkhart, 111., terms Cash 2%, 
f.o.b. Chicago: 

25 Pes. 790 yds. Eureka Bleached Cotton @ lOff. 

26 Pes. 837K yds. Puritan Shirtings @ 16^. 

C. W. Harper Company, Springfield, 111., terms 60- 
day note with interest at 6%, f.o.b. Chicago: 
10 Pes. 590 yds A. C. Ginghams @ 22>^^. 
10 Pes. 515 yds Fairfax Unbleached Cotton @ 8ff. 
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Make out the bills, make entries in the Sales Journal, and 
place the bills in the envelope for Outgoing Papers. 

Received from R. A. Waters and Company their 
note at 30 days with interest at 5%, dated January 
6, for the amount of our bill of that date. 

Issued the following checks: 

To Ellis Adding Machine Company for the 
amount due them, less a cash discount of 3%. 

To Hill Smith and Company for the amount 
due them $360.00 

To Manchester Cotton Mills, on account $1,000.00 

Write out the checks and make the proper Gash Book entries. 
Place the checks with outgoing Papers. 

January 10. 

The following goods have been received. The cor- 
responding invoices have been checked and are ready 
for entry: 

Manchester Cotton Mills, Manchester, N. H., 
terms Cash 3%, date of invoice January 3: 

20 Cases, 25,894 yds. Manchester Cotton Prints 
@8ff. 

French and Walker, Chicago, terms 30-day note, 
date of invoice January 9: 

3 Cases, 2600 yds. Oakdale Broadcloth @ 60ff. 
3 Cases, 2410 yds. English Cheviot @ 87>^i!. 
Conant Brothers and Company, Chicago, terms a/c 
30 days, date of invoice January 8: 

15 Cases, 21,200 yds. A. C. Ginghams @ 16^. 
Paid by check issued to R. A. Willard, Agent, 
freight on the goods received from Manchester, N. H. . $116. 70 

January 11 

In anticipation of large payments due shortly, we 
have arranged with the Merchants Bank to discount 
our 30-day note for $4000. Frank C. Morton, a busi- 
ness man with whom Mr. Wilson is acquainted has 
consented to endorse the note and his endorsement 
is acceptable to the bank. The bank has charged us 
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discount at the rate of 6% and has credited our 
account for the proceeds. 

Make out the note to the order of the Merchants Bank and 
make the entries to record the transaction in the Cash Book. 

Received an invoice from Goggin and Barlow for 
teaming: 

Teaming inward $48.40 

Teaming outward 70.80 

tll9.20 

Make entry in the Journal. 

Issued a check to the order of Payroll for salaries 
and wages for the week ending January 11: 

Store salesmen $136 . 00 

Store clerks 158.50 

Shipper and packers 112.00 

Office clerks 66.00 

Total payroll $472 . 50 

January 14 

We have hired a receiving clerk at a salary of $27.50 
per week, starting today. 

Drew a check for currency purposes $200.00 

Mr. Wilson has drawn on account of his salary, 
currency $50.00 

Sent James Clarkson, a salesman, a check for 
traveling expenses $65 . 00 

Paid our note to the Franklin National Bank 

by check $5,000.00 

Received a check from H. C. Baker for the amount 
of our bill of January 6, less cash discount. 

Sent French and Walker our 30-day note, dated 
January 9, in settlement of their invoice of that date 

January 16 

Took out insurance on the office and store furni- 
ture and fixtures through the office of Russell and 
Company. Face of policy $1000. Premium, paid 
by check $6.75 
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Issued the following checks: 

To Bliss Faber and Company on account $500.00 

To Conant Brothers and Company on account . . . $1,000 . 00 
To Goggin and Barlow, for the amount of their 

invoice of January 11 $119.20 

To Manchester Cotton Mills, for the amount of 
their invoice of January 3, less 3% cash discoimt. 

Received from C. W. Harper Company a 60-day 
note with interest at 6%, dated January 9, in settle- 
ment of our invoice of that date. 

Received from Marshall Field Company a 
check for our bill of January 6, less cash discount. 

The following orders have been shipped and are 
ready for billing: 

Farrington and Hoyt, Chicago, terms N/30: 

15 Pes. 712 yds. Manchester Cotton Prints 
@ 12^. 

25 Pes. 1019 yds. A. C. Ginghams @ 16ff. 

5 Pes. 200 yds. XX Cotton Duck @ 20^. 
Chase Furnishings Company, Janes ville. Wis., 
terms 2/10, N/30, f.o.b. Chicago: 

10 Pes. 340 yds. Oakdale Broadcloth @ 90ff. 

10 Pes. 378 yds. Belvedere Woolen Suitings 
@ $1.35. 

We have prepaid the freight on the shipment to 
Janesville, Wis., by check made to the order of 

F. A. Brown, Agent $26.90 

H. C. Baker has returned 6 pes., 284 yds. Columbia 
Prints and 2 pes., 76 yds. English Cheviot. We 
allow him for these goods. 

Write out the credit memorandum, make the proper journal 
entry and file with outgoing papers. 

January 17 

Signed a contract with the Bradstreet Mercantile 
Agency. Received an invoice covering their services 
for credit purposes for six months. (Journal Entry.) $90.00 
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The following goods have been received: 

BlisS; Faber and Company, Chicago, terms 2/10, 
N/30, invoice dated January 16: 

10 Cases, 18,620 yds. Eureka Bleached Cotton 
@ 6K^. 

6 Cases, 8240 yds. Appleton Cotton Sheeting 

Marion Mills Corporation, Marion, Ind., terms 
note at 2 months with interest at 6%, invoice dated 
January 12: 

25 Cases, 500 pair XX Woolen Blankets @ $3.25 
per pair. 

Paid freight ongoods shipped from Marion, Ind., by 
check to R. A. Willard, Agent $33.75 

Received an invoice from Goggin and Barlow for 
teaming, and paid the same by check: 

Teaming inward $20.60 

Teaming outward 28.75 

$49.35 



January 18 

We have returned to Bliss, Faber and Company 
2 cases, 3160 yds. Eureka Bleached Cotton which 
were received in a damaged condition. 

Received from H. C. Baker a check for the amount 
due on our bill of Januarv 9, less cash discount. 

From the amount of the bill deduct the allowance of January 
15 for goods returned and figure the discount on the 
difference. 

Received a check for $100 from the Central Dry 
Goods Company on account of our bill of January 
9, with the request that we allow them 3% cash 
discount on as much as it will cover. 

$100 -^ 97% = amount for which the Central Dry Goods 
Company should be given credit. 

Deposited the following checks: 

H. C. Baker, check received January 14, drawn 
on First National Bank, Chicago. 
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Marshall Field Company, check received Janu- 
ary 15, drawn on Great Western National Bank, 
Chicago. 

H. C. Baker, check received January 18, on 
on First National Bank, Chicago. 

Central Dry Goods Company, check received 
January 18, drawn on Madison Street Trust Com- 
pany, Chicago. 

Write the deposit ticket, make the proper entry on the stub 
of the Check Book and file the deposit ticket with the outgoing 
papers. 

The student understands, of course, that checks should be 
deposited as soon as possible after they have been received, and 
that such would be the case in actual practice. In this set, in 
order to reduce the amount of purely mechanical work, deposits 
are made only every few days. 

Paid in Currency: 

Carfares $3.45 

Stamps 20.00 

Cleaning and sweeping 5.75 

Blanks for shipping department 4.00 

Drew a check for the salaries and wages for the week 
ending January 18: 

Store salesmen $136.00 

Store clerks 158.50 

Shipper and packers 112.00 

Receiving clerk 22.92 

Office clerks 66.00 

Total payroll $495.42 

January 20 

Mr Wilson made an additional investment of 
$5000 in cash. Received his check on the Merchants 
Trust Company for that amount. 

The following orders have been shipped and are 
ready for billing: 

Marshall Field Company, Chicago, terms 2/10, 
N/30: 

5 Cases, 9540 yds. A. C. Ginghams @ 20ff. 
3 Cases, 6260 yds. Puritan Shirtings @ 16^. 
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Dudley and Dodge, Grand Rapids, Mich., terms 
30-day note, f.o.b. Chicago: 

40 Pes. 1948 yds. A. C. Ginghams @ 22ff. 

25 Pes. 724 yds. XX Cotton Duck @ 17^. 

6 Pes. 210 yds. Mayflower Table Linen @ 65^. 

James W. Blaisdell and Company, Lasalle, 111., 

terms 2/10, N/30, f.o.b. Lasalle: 

25 Pes. 860 yds. Columbia Prints @ lOff. 
3 Pes. 104 yds. English Cheviot @ $1.15 

Blaisdell and Company are to pay the freight on this ship- 
ment and will deduct it from the amount of the bill when 
remitting. 

Received the following checks: 

From Marvin and Company, for our bill of 

January 9, less 2% discount 

From Mason, French and Company, on account $1,000.00 

Farrington and Hoyt claim. that we have over- 
charged them 3 cents per yard on the Manchester 
Prints sold them on January 15. We allow them 
accordingly. 

Make out a credit memorandum and file with outgoing 
papers. 

January 22 

We have had WiUiams and Company's note of 
December 15, due March 15, discounted at the 
Merchants Bank. The bank charges us discount 
for the unexpired time at the rate of 6% per annum, 
and credits our account for the proceeds. 

Issued to the Marion Mills Corporation our two 
months note with interest at 6% in settlement of 
their invoice of January 12. 

Issued a check to L. O. Pratt for cases to be used in 
the shipping department $34.00 

January 24 

We have transferred by endorsement and delivery 
R. A. Waters and Company's note of January 6 to 
Conant Brothers and Company, to apply on account. 
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We charge them for the face of the note plus accrued 
interest to date at 5%. 

We have sold for cash to various customers goods 
to the amount of $560.95. The cash sales tickets and 
the cash have been handed to the bookkeeper. 

In order to record this transaction properly two entries are 
necessary : one in the Sales Journal debiting Cash Sales account 
for the amount of the sales, and one in the Cash Book crediting 
Cash Sales account for the cash received. It is obvious that the 
credit to Cash Sales made in the Cash Book will offset the debit 
made in the Sales Journal and, if all cash sales are entered in 
this way, that the Cash Sales account should at all times be^ 
in balance. In practice, the Cash Book entry would be made 
independently of that made in the Sales Journal, thus provid- 
ing a check upon the cash received. 

These orders have been shipped: 

W. C. Lincoln and Company, Danville, 111., terms 
a/c 30 days, f.o.b. Chicago: 

12 Pes. 605 yds. Manchester Cotton Prints @ 12^. 
24 Pes. 968 yds. A. C. Ginghams @ 17^. 
6 Pes. 240 yds. Oakdale Broadcloth @ 90^. 

Giflford Dry Goods Company, Milwaukee, Wis., 
terms a/c 60 days, f.o.b. Chicago: 

1 Case, 815 yds. English Cheviot @ 95^. 

2 Cases, 1590 yds. Belvedere Suitings @ $1.12 

Deposited at the Merchants Bank: 

Coin , $60.95 

BUls 500.00 

Mr. Wilson's check of January 20 5,000.00 

Marvin and Company's check, received January 
20, drawn on Elkhart, 111. 

Mason, French and Company's check, received 

January 20, drawn on Second National Bank, 

Chicago. 

January 26 

Marshall Field Company has returned 18 pes., 
860 yds. A. C. Ginghams, and claims an allowance of 
$200 on account of goods not of standard quality. 
We credit them accordingly. 
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Mr. Wilson has withdrawn on account of his 

salary, currency $75 . 00 

Sent a check to Frank Bacon, a salesman, for 

traveling expenses $64.86 

Paid in Currency: 

Stamps $15.00 

Carfares 3.50 

Repairs to adding machine 7.00 

Dusters for use in store 1 . 76 

Blanks for receiving clerk 6.00 

Drew a check for the amount of the payroll for 
the week ending January 26 : 

Store salesmen $136.00 

Store clerks 168.60 

Shipper and packers 112.00 

Receiving clerk 27.60 

Office clerks 70.00 

$604.00 
January 27 

Received from Dudley and Dodge their 30-day 
note, dated January 20, in settlement of our bill 
of that date. 

Returned to Conant Brothers and Company 1 
Case, 1434 yds. A. C. Ginghams, not as ordered. 

Issued the following checks: 

To Bliss, Faber and Company in full for their 
invoice of Jnuary 16, less cash discount. 

Deduct the allowance of January 18 from the amount of 
the invoice and figure the cash discount on the difference. 

To Conant Brothers and Company, on account . . $1,000 . 00 
To R. C. Norton and Company for the amount 
of our note in their favor, issued January 8, and 
accrued interest to date at 6%. We are prepaying 
this note, thereby saving the interest for the un- 
expired time. 

To Bradstreet Mercantile Agency, for the 
amount due them $90.00 

6 
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Received a dieck from James W. Blaisddl and 
Company, in full for our bill of Jamiaiy 20. They 
have deducted from the amount <rf the lull the frei^t 
paid by them, S26.70, and a eaah diseoant of 25x. 

Cash sales have been made to various custmners S374 . 82 

By agreement with French and Walker we have 
prepaid our note in their favor, dated January 9. 
They allow us discount for the unexpired time at 6%. 
Issued to them our check for the amount due. 

Credit the discount to Diacouiit oq Notes Fftyabfe Prepaid 
aecount. 

W. C. Lincoln and Company have returned 6 Pes., 
290 yds. Manchester Cotton Prints. 

Janiiaiy 90 

Received a check for 1600 from Rogos and Cutler 
oh account of the amount due from them. The 
balance of their account is worthless. 

Charge the loss on this account to Mr. Wilson's capital ac- 
count, as it was a part of his original investment in the business. 

Paid Thompson Collection Agency, fee in con- 
nection with the settlement of Rogers and Cutler's 
account, by check $15.00 

The following orders have been shipped: 

R. A. Waters and Company, Galesburg, HI., terms 
2/10, N/30, f.o.b. Chicago: 

3 Cases, 5960 yds. Eureka Bleached Cotton @ 9ff . 

5 Cases, 6730 yds. Puritan Shirtings @ 15ff. 
Farrington and Hoyt, Chicago, terms a/c 30 days: 

1 Case, 700 yds. Oakdale Broadcloth @ 70ff. 

1 Case, 734 yds. English Cheviot @ $1.00. 

January 81 

Deposited at the Merchants Bank: 

Currency $375.00 

Checks : 

James W. Blaisdell and Company, drawn on 
Lasalle, 111. 



ACCOUNTING 83 

Rogers and Cutler, drawn on Evansville, Ind. 

Drew a check to the order of Cash for the amount 
due the traveling salesmen. Cashed the check at 
the bank for distribution to the salesmen $527 . 50 

Issued a check to A. H. Johnson, Agent, for rent 
for January $500 . 00 

Paid light bill for January by check to the Munici- 
pal Lighting Company $64 . 80 

The bills for rent and lighting are to be charged to General 
Administrative Expense, as no basis for distributing these items 
over the various departments has been provided. 

Paid telephone bill for January by check to the 
Bell Company $20.50 

Credited Mr. Wilson's Salary Account for his 
salary for the month. (Charge General Adminis- 
trative Expense.) 

CLOSING THE BOOKS 

The transactions for the month have been completed. The 
bookkeeper will now proceed to foot and rule the books of entry, 
post to the ledger, and take a trial balance. 

Mr. W^lso^ 1^^ entered into an agreement with William H. 
Wheeler, whereby Mr. Wheeler is to acquire an interest in the 
business as of February 1. In order to establish a basis for deter- 
mining how much Mr. Wheeler is to invest, it is necessary to 
arrive at the results of the transactions for January and the 
present financial condition of the business. Consequently 
an inventory of the merchandise on hand has been taken 
amounting to $24,795.49. This amount includes invoice cost 
plus the proper proportion of freight and hauling in. 

The bookkeeper will prepare a profit and loss statement for the 
month ending January 31 and a balance sheet as of January 31; 
make and post the entries necessary to close the books; balance 
the ledger accounts and take a proof trial balance. 

After the completion of all the required work for January, the 
student should submit his books to his instructor for examination. 



CHAPTER XI 
ACCOUNTS WITH DRAFTS AND ACCEPTANCES 

Drafts and acceptances have already been defined and their 
uses discussed on pages 49 to 54. A review of this part of the work 
should be made in connection with the study of the following 
accounts. 

In making all entries having to do with drafts and acceptances, 
one needs only to bear in mind that the relationship between 
the parties is simply that of debtor and creditor and that the 
transaction arises from a desire to cancel a debt or an obligation. 

Sight drafts when paid are treated as cash entries, the drawer 
receiving credit for the amount of the payment; if a charge is 
made by the bank for collection, the amount would be debited 
to General Administrative Expense. 

A time draft, upon acceptance, becomes a written promise of 
the drawee to pay a certain sum of money at a definite time, and 
hence has many characteristics of a promissory note. For this 
reason, acceptances are often recorded in the Notes Receivable 
and Notes Payable accounts. Because of the growing use of the 
trade acceptance and because there are certain advantages in a 
separate classification, it is recommended that accepted time 
drafts be recorded in special accounts, the functions of which are 
as follows: 

Acceptances Receivable 



Debit: 

With the face value of an accepted 
time draft; if a three-party draft, the 
payee credits the drawer; if a two- 
party draft, the drawer credits the 
drawee. 



Credit: 

With the face value of an ac- 
cepted draft when paid or when 
discounted at bank. 



The balance, which is a debit, represents the face value of acceptances 
on hand and is an asset. 
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Acceptances Payable 



DebU: 

At face value for acceptances paid 
by the business. 



Credit: 

With the face value of time drafts 
accepted by the business; debit the 
drawer. 



The balance, which is a credit, represents the outstanding acceptances 
and is a liability. 



EXERCISE 17 

(Transactions with Drafts and Acceptances) 

Write the draft in each of the following transactions on plain 
paper and make entries without explanation on journal paper 
for each party to the transaction. 

1. E. C. Hammond, Cleveland, Ohio, sells a bill of goods to E. W. Hixon 
of Akron, Ohio, amounting to $612.75; terms net 60 days. A draft is 
drawn for the amount of the bill and for the term of credit, in favor of 
the drawer, and accepted. 

2. E. W. Ewing, Manchester, N. H., is indebted to D. C. Haskell, Boston, 
Mass., on open account, to the amount of $723.60, which account is 
long overdue. Haskell decides to draw at sight for the amount, making 
the draft payable to the First National Bank of Boston. This is done 
on June 18. On the 20th the bank notifies him that the draft has 
been paid and that the amount, less collection charges of 25 cents has 
been credited to his account. 

3. C. A. Burnett & No., of Worcester,* Mass., draw upon L. W. Alberts 
for $300 in favor of A. C. Billings. The draft is drawn at 30 days, 
sight on October 1, and is accepted on October 5th. The draft is 
paid at maturity. 

4. K. W. Hardwick of Chicago, 111., sells to 0. W. Peters, St. Louis, 
Mo., on May 10, a bill of goods amounting to $284.70. On May 31, 
Hardwick draws a 60-day draft in favor of himseK for the amount 
of the bill which he endorses to his bank, the Commerce National. 
The bank obtains Peters' acceptance to the draft on June 2, on which 
date the draft is discounted and the proceeds placed to Hardwick 's 
credit. The draft is paid to the bank at maturity. 

6, L. W. Hyde & Co., of Boston, Mass., have agreed to honor a sight draft 
for $200 drawn by yourself in your own favor. Payment is received 
June 3. 

6. Goldman & Co., Buffalo, New York, buy a bill of goods amounting to 
^372.50 from Dine & Dorsey, Erie, Pa., terms 1/30, n/60, on March 30. 
On April 1, a draft is received through the Central Trust Company of 
Erie, dated March 30, drawn at 30 days' sight for the amount of the 
invoice, less 1%. The accepted draft is returned and is paid at 
maturity. 
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' 7. Ernest Ewing, Boetoiii drew a draft at 30 days' sight, dated February 
5, on George A. Castor, New York, in favor of A. H. Love & Com- 
pany, New York, for $275, and sent to the payee to apply on account. 
Show drawee's acceptances February 6. Write the endorsement of the 
payee in transferring this draft to Jones and Brown. 

8. Adams, McCall & Company, Portland, Maine, drew on The Bailey 
Company, Boston, February 10, at 30 days from date, in favor of A. C. 
Yates & Company, for $490, which was accepted by the drawee on 
February 12. On February 15, A. C. Yates & Company transferred 
the draft by full endorsement to Browning, King & Company. Show 
endorsement. 

9. On March 1, Charles Brown & Company, Boston, drew a draft at 10 
days' sight on The Pennsylvania Trading Company, Pittsburg, Penn- 
sylvania, in favor of themselves for $194.50. The draft was accepted 
on March 5, and endorsed to E. E. Merville, March 6. 

10. A. L. Pope, Chicago, draws a draft on February 15, at 4 months' 
sight in favor of C. E. Haines of New York, on Robert Ely, New York, 
for $1245.25. The draft was accepted February 20 and transferred 
by blank endorsement on same date to Robert Owen. 



CHAPTER XII 

COLUMNAR CASH BOOK— SPECIAL LEDGERS— CON- 
TROLLING ACCOUNTS . 

Columnar Cash Book. 

The form of cash book which has been used so far in 
our work is one which would be practical only in a small busi- 
ness or institution keeping books in the most simple manner 
possible. Where the cash transactions are numerous, the cash 
book should always be provided with special columns in which 
are recorded receipts and disbursements classified in such a 
manner as to simplify the bookkeeper's work and reduce the 
amount of posting. 

In a trading concern buying and selling on credit with certain 
bills and invoices subject to discounts for cash/ it makes for 
much more accurate and scientific bookkeeping if special columns 
are provided for discounts on sales and on purchases. ' Such a 
cash book is illustrated in Model 11 and the method of record- 
ing entries therein should be studied carefully as well as the 
manner of balancing the book at the end of the month. 

EXERCISE 18 

Design a cash book on separate paper with columns headed to 
correspond with the model cash book shown in the Model Forms, 
and record therein the following transactions: 

Aug. 1, 19—. Balance, $5976.40. 
2. Pay rent for August, $400. 

4. Receive check from W. C. Henning to apply on account, $500. 

5. Receive check from Thomas Brown in payment of bill of July 25 
for $740 less 1%. 

6. Receive check from Henry Barrows in payment*of bill of February 
28 for $365.40 less 2%. 

8. Pay Thomas Niles & Co. on account, $400. 

9. Receive check from C. W. White & Co. in payment of bill of 
August 1 for $548.20 less 2%. 

11. Pay invoice of H. H. Vincent of $127.60 less 1%. 
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13. Pay invoice of Cooper & Co. of the 4th inst. of $240 less 2%. 
15. Pay Kidder & Co., $100 to apply on account. 
15. Pay office wages, $240; store wages, $300; salesmen's wages. $400. 
17. H. C. Poulson pays his bill of the 3d of $87.60 less 1%. 

19. John C. White pays his note of $250 due today with 90 days, in- 
terest at 6%. 

20. Pay advertising bill of $200 for advertising in daily paper. 

22. Receive check from W. C. Henning in full of accoimt, $116.80. 

23. Pay note due today at the First National bank, $1000. 

24. Cash sales to date, $216.50. 

25. Receive check from Thomas Brown in payment of bill of the 15th 
inst. for $812.75 less 1 %. 

26. Discounted 60-day note of E. C. Meyers for $500 dated August 5, 
at the First National Bank. (This transaction may be handled by 
entering the face of the note in the Accounts Receivable column, 
the discount in the Discounts on Sales column, and the net pro- 
ceeds in the Net Payments column. The discoimt item should be 
starred or circled to call attention to it when balancing the cash 
book at the end of the month, in order that the item may be posted 
properly.) 

27. Pay invoice of H. H. Vincent of $314 less 1%. 

28. Pay bill for two new t3rpewriters at $100; pay also bill of $2.75 for 
repairing adding machine. 

29. Receive check from C. W. White & Co. in payment of bill of August 
20 for $776.25 less 2%. 

31. Pay salesman's traveling expenses, $107.50; office wages, $240; 
store wages, $300; salesmen's wages, $400; electric light bill, 
$27.85. 

Balance the cash book and indicate clearly the postings that 
would be made from the special columns at the end of the 
month. 

Special Ledgers and Controlling Accounts. 

We have learned that while the general journal is regarded as 
the primary book of original entry, it is necessary to use cer- 
tain special journals, such as the cash journal, purchases journal 
and sales journal, in order to systematize the work to better 
advantage and to provide a better classification of the trans- 
actions. 

Likewise we begin with one ledger in which all accounts 
of whatever class are kept, but as the accounts increase in number 
and complexity, it becomes necessary to introduce certain special 
ledgers, each one containing accounts of a certain type. 

The most common special ledgers are the customers' or sales 
ledger, and the creditors' or purchases ledger, a subdivision of the 
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ledger which is made necessary by the large number of accounts 
with customers and creditors usually found in a mercantile busi- 
ness. The customers' ledger, as its title indicates, is one in which 
accounts with all customers are kept, while the creditors' 
ledger is one in which all creditor's accounts appear. 

It is apparent that if the entire group of accounts with cus- 
tomers or with creditors be removed from the general ledger, it 
will no longer be in balance. In order to restore the balance of 
the general ledger, a single account is inserted which takes the 
place of the entire group which was removed; such an account 
is usually spoken of as a controlling account. 

A controlling account is therefore an account in the general 
ledger which serves as a substitute for a group of accounts of the 
same class kept in a special or subsidiary ledger. 

It is desirable to provide a special ledger, for accounts of the 
same general class for several reasons. The number of general 
ledger accounts is reduced thereby; a better classification of 
the accounts is made for bookkeeping purposes; a different type 
of ledger may be adopted, such as a card ledger or a loose leaf 
ledger, for the accounts of a particular class; the work of the 
office may be better systematized by dividing it up among differ- 
ent ledger clerks; the work of taking a general ledger trial balance 
is much simplified. 

Including the two mentioned above, the following are the 
most common controlling accounts together with the name of the 
subsidiary ledger used in connection with each: 

Controlling Account Subsidiary Ledger 

Accounts Receivable Customer's or Sales Ledger 

Accounts Payable Creditors' or Purchases Ledger 

Capital Stock Stockholders' Ledger 

Departmental Expense Accounts 

(General) Expense Ledger 

The fundamental principle which applies to the use of such 
accounts is that postings of individual items to the accounts 
in the subsidiary ledger must be supported by the posting of the 
same items, usually by monthly totals, to the proper controlling 
account. If this principle is followed out, the sum of the balances 
of all open accounts in the subsidiary ledger, at any time, after 
all posting has been done, must equal the balance shown by the 
controlling account. After a trial balance has been drawn from 
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the general ledger, it can be assumed that the balance shown by 
the controlling account is correct; the subsidiary ledger is then 
proved by taking oS a list of the balances of the open accounts 
contained therein as a proof that they are in agreement with 
the controlling account. 

The clerical work of posting to both the individual accounts 
and to the controlling account is greatly reduced by providing 
books of original entry with special columns ; if only an occasional 
journal entry affecting controlling accounts would arise such 
entry may be handled in the usual form of journal by making 
a double posting of each debit or credit affecting such accounts, 
indicating in the folio column the two accounts to which the item 
was posted; if, however, journal entries affecting controlling 
accounts are likely to be numerous, special columns should be 
provided for such accounts. 

In connection with the use of the Purchases and Sales Journals, 
the individual items are posted during the month to the accounts 
with creditors and customers in the subsidiary ledgers, and at the 
end of the month, the total purchases and sales are posted to the 
respective controlling accounts. 

In addition to controlling accounts proper, certain other general 
ledger accounts are usually supported by subsidiary records, of 
which the following are illustrations: 

General Ledger Accounts Subsidiary Records 

Inventory and Purchases Accounts .... Stock or Inventory Records 

Investments or Securities Owned Investments Record 

Notes Receivable and Notes Payable .... Bill Book 

These cannot properly be designated as controlling accounts, 
however, for the reason that the subsidiary records are not ledgers 
in the sense that they receive regular postings of current items and 
are proved by means of a periodic trial balance; instead, such 
records merely support or give details associated with the general 
ledger accounts. 

EXERCISE 19 
Controlling Accounts 

1. Write up the function of the Accounts Receivable Account, stating 
what postings are made to it and from what books they come when 
such account is used as a Controlling account for a Customer's 
Ledger. 
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2. Write up the function of the Accounts Payable account stating what 
postings are made to it and from what books they come when such 
account is used as a controlling account for the Creditor's Ledger. 

3. What would you suggest as the appropriate title for a subsidiary ledger 
for debtors in a bookkeeping system for a private school? a club? a 
physician? a lawyer? an insurance company? 

4. You kept the books for D. W. HoUister in Exercise 11. On July 1, 
because of the rapidly increasing number of customers and creditors, 
it is decided to transfer such accounts to special Customers' and 
Creditors' Ledgers and to open instead a controlUng account for 
each in the general ledger. Show entries by which this would be 
accomplished. 

6. (For Class Demonstration.) 

Make proper entries for the following transactions in a Cash Book, 
Sales Journal and Purchases Journal. 
Jan. 1, 19 — . You begin busine^ with a cash investment of $5000. 
6. Buy goods on account from A. B. Green, $300. 

6. Buy goods on account from J. S. Woods, $400. 

7. Buy goods on account from S. A. Mills, $650. 

8. Sell goods on account to W. E. Smith, $100. 

15. Sell goods on account to G. W. Miner, $150. 

16. Sell goods on account to P. C. Mackay, $245. 

17. Pay cash on account to A. B. Green, $120. 
20. Pay cash on account to J. S. Woods, $230. 

22. Receive cash on account from W. E. Smith, $75. 
25. Receive cash on account from G. W. Miner, $80. 
30. Pay rent for January, $50. 

The following is required : 

(a) Open the necessary accounts in a General Ledger, Customers' 

Ledger and Creditors' Ledger. 
(6) Post all transactions to their respective ledgers, 
(c) Take a trial balance from the general ledger and prove the 
Customers' and Creditors' Ledgers with their respective controlling 
accounts. 
6. (Home Assignment.) 

Mr. T. L. Davis begins business 'On February 1, and installs a book- 
keeping system consisting of a Cash Book, Purchases Journal, Sales 
Journal, and General Journal, as books of original entry, and of a 
General Ledger, Customers' Ledger and a Creditors' Ledger. The 
cash book should be provided with special columns for Accounts 
Receivable and Payable. 

Following are his transactions for February to be recorded on 
plain journal and ledger paper: 

Feb. 1, 19 — . Began business with a cash investment of $6000. 
3. Bought merchandise of W. C. Morrow on account, $1600. 
4 Bought merchandise of Ernest Ewing on account, $2400. 
7. Gave W. C. Morrow cash to apply on account, $800. 
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9. Sold merchandise to R. W. Yorke on account, $1200. 

10. Received of R. W. Yorke check for $750 to apply on account. 

11. Paid rent for the month, $200. 

12. Borrowed $500 from John W. Gate, giving our note at 30 days 

with interest at 6%. 

13. Gave Ernest Ewing a check for $1200 to apply on account. 

15. Bought merchandise of £. E. Marvin, $700, giving him our check 
for $500 and a note at 60 days for the remainder. 

18. Gave Ernest Ewing a check for $250 to apply on account. 

19. Sold W. C. Jackson merchandise amounting to $650; took his 

note for $300 to apply on account. 
22. Pay bill for stationery and printing, $30. 
24. W. C. Jackson returns for credit merchandise sold him on the 

19th to the amount of $16, which credit is allowed. 

26. Received check from W. C. Jackson to balance his account. 

27. Sold C. A. Keene merchandise, $325 on account. 

28. Cash sales for the month, $96. 
28. Paid salaries in full to date, $300. 

The following is required: 
(a) Open the necessary accounts and post all entries. 
(6) Take a trial balance from the general ledger and prove the in- 
dividual accounts in the Customers' and Creditors' Ledgers with 
their respective controlling accounts. 
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CHAPTER XIII 
ADJUSTING ENTRIES 

As we have learned, the life of a business is divided into fiscal 
periods, usually one year in length. At this time, inventories 
are taken, financial statements prepared, and the ledger closed. 
In addition to the complete closing of the books at the end 
of the fiscal period, many concerns find it desirable to classify 
their accounts and keep their books in such a manner that 
monthly profits may be determined. 

If figures showing monthly profits are obtainable without 
too much additional clerical work, a better oversight of the busi- 
ness is possible than in cases when the actual results are held in 
suspense for six months or a year. The statistical information 
furnished the management each month by this method is likely 
to result in more judicious buying, in a speeding-up of the sales 
department, if there is shown to be a necessity for doing so, 
in a more careful supervision of the operating costs and expenses, 
and in better financing of the business as a whole. 

When monthly profits are arrived at, only the profit and loss 
statement and balance sheet with such supporting schedules 
as may be desired, are prepared, the ledger not being formally 
closed until the end of the regular fiscal period. The profit and 
loss statement in such cases usually shows trading and operat- 
ing results both for the current month and for the current year 
to date. 

In order that monthly profits may be determined, it is es- 
sential in most cases that a perpetual or "going'' inventory of 
stock be kept in order that the amount of goods on hand at the 
close of each month may be obtained without the necessity of 
taking a physical inventory. The taking of a physical inventory 
would in such cases be deferred until the close of the fiscal period 
when it would be compared with the inventory figures as drawn 
from stock records. 

Regardless of whether profits are determined once or twice 
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a year, or whether they are arrived at monthly, it will always 
be found that there are certain expenses that are paid to a date 
beyond that on which profits are being found and that other 
expenses belonging to the period under consideration have not 
yet been recorded on the books. 

To illustrate, insurance on buildings may be paid months 
ahead; a considerable quantity of supplies of various kinds which 
have, been purchased and charged to certain expense accounts, 
may be still on hand; taxes or rent may be prepaid; it may be 
necessary to accrue interest on notes receivable or notes payable; 
to accrue wages, salaries and taxes. It is necessary to take all 
such matters into consideration in order that the profit and loss 
statement may reflect accurately all the items of profit, expenses 
and losses applicable to the period under review and only to 
that period. Thesoi conditions make a certain type of entry 
necessary, commonly iDalled an adjusting entry. 

An adjusting entry is an entry made prior to determining 
the net profit or loss of a certain period in order to adjust certain 
accounts which do not at that time reflect the actual amount of 
profit or expense applicable to the period. 

Many adjustments of prepaid and accrued items which might 
be made would often be impractical because of the relative 
unimportance of the items. The bookkeeper in such cases 
would be governed by the wishes of the management and by his 
own common sense combined with a conscientious endeavor 
to have the financial statements reflect as nearly as possible the 
true financial condition of the business. In deciding upon how 
far to carry the matter of adjustments, the amount of the item 
involved, and the size of the business should also be considered. 

Adjusting entries are made in the general journal at the close 
of each month, if monthly profits are found; or in any event 
at the close of the fiscal period. Following is a list of the more 
common accounts which arise from the adjustment of other 
general ledger accounts: 

Insurance Unexpired 

Interest Accrued on Notes Receivable 

Interest Accrued on Notes Payable 

Interest Accrued on Mortgage Payable 

Interest Prepaid on Notes Payable Discounted 

Taxes Accrued 

Taxes Prepaid 
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Salaries and Wages Accrued 
Reserve for Depreciation of Buildings 
Reserve for Depreciation of Office Equipment 
Reserve for Depreciation of Delivery Equipment 
Reserve for Loss on Bad Accounts 



The functions of the above accounts will now be defined. 
If it is the practice to arrive at monthly profits, certain adjust- 
ments would not be made in the same way as if profits are deter- 
mined only once or twice a year. The explanation given of the 
function of such accounts is intended to cover either method. 



Insurance Unexpired 



Debit: 

With premiums paid on all insur- 
ance policies taken out as protection 
against loss or damage to personal or 
rear property. 



Credit: 

At the close of each month or other 
period with that part of the cost of 
insurance premiums applicable to the 
current period. (Debit the appro- 
priate expense accounts.) 



The balance of this accoimt is a debit, representing the cost value of in- 
surance premiums applicable to future periods, and is shown on the balance 
sheet under the head of Expense Items Prepaid, or Deferred Charge to 
Profit and Loss. 



The distribution of the cost of insurance depends upon the 
circumstances which apply to each particular concern. The 
insurance on building may, if expenses are departmentized, be 
distributed among buying and receiving expense, selling expense, 
delivery expense, and general administrative expense, according 
to the space occupied by the different departments; insurance 
on finished stock is usually treated as a selling expense; plate 
glass insurance may be a selling or general administrative expense; 
burglary insurance a general administrative expense; employers' 
liability insurance, in a trading concern, distributable over 
departments, if expenses are departmentized. 
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Interest Accrued on Notes Receivable 



Debit: 

Semi-^mntuU or Annual Cloving: 
At the close of the period with the in- 
terest accrued to date on interest 
bearing notes on hand. (Credit 
Interest on Notes Receivable.) 

Monthly Closing: At the close of 
each month with the increase in the 
accrued interest over the preceding 
month. 



Credit: 

Semironnual or Annual Closing: 
By means of a reversing entry made 
at the beginning of a fiscal i)eriod, 
with the amount charged to the ac- 
count at the close of the previous 
period, thus closing the account. 

Monthly Closing: At the close of 
each month with the decrease in ac- 
crued interest from the preceding 
month. 






The balance of the account by either method is a debit representing the 
interest accrued to date on notes receivable but not yet due, and is a current 
asset. 



Interest Accrued on Notes Payable 



DehU: 
Semi-annual or Annual Closing: 
By means of a reversing entry 
made at the beginning of a fiscal pe- 
riod, with the amount credited to this 
account at the close of the previous 
period, thus closing the account. 

Monthly Closing: At the close of 
each month, with the decrease in the 
amount of accrued interest from the 
preceding month. 



Credit: 

Semi-annual or Annual Closing: 
At the close of each period with the 
interest accrued on interest bearing 
notes outstanding. (Debit Interest 
on Notes Payable.) 

Monthly Closing: At the close of 
each month, with the increase of the 
amount of accrued interest on notes 
payable over the preceding month. 



The balance of the account by either method is a credit representing the 
interest accrued to date on notes payable and is a current liability. 



Interest Accrued on Mortgage Payable. — This account has 
the same function applying to mortgages payable as the account 
with Interest Accrued on Notes Payable. 



ACCOUNTING 
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Interest Prepaid on Notes Payable Discounted 



DehU: 

Semv^mnual or Annual Closing: 
At the close of each period, with the 
amount of interest charged by a bank 
on our own notes discounted, which 
applies to future periods. (Credit 
Interest on Notes Payable.) 

Monthly Closing: With the inter- 
est charged by a bank for discount- 
ing our own notes. 



Credit: 

Semp-anntud or Annual Closing: 
At the beginning of each period by 
means of a reversing entry with the 
amount charged to this account at the 
close of preceding period. 

Monthly Closing: At the end^of 
each month with that portion of the 
interest prepaid on discounted notes 
which applies to the current month. 
(Debit Literest on Notes Payable.) 



The balance by either method is a debit representing that part of such 
discount which is applicable to future periods and is shown in the balance 
sheet as an asset under Expense Items Prepaid or Deferred Charges to Profit 
and Loss. 



Taxes Prepaid 



Debit: 

Semi-annual or Annual Closing: 
At the close of each period, with that 
part of taxes paid which applies to 
future periods. (Credit the account 
or accounts to which taxes were 
charged when paid.) 

Monthly Closing: When taxes are 
paid, with that portion of the amount 
paid which applies to future periods. 



Credit: 

Semi-annuui or Annual Closing: 
By a reversing entry at the begin 
ning of each period with the amount 
charged to the account at the close of 
the preceding period. 

Monthly Closing: At the close of 
each month with that portion of the 
total taxes for the year which is 
applicable to the current period. 
(Debit the proper expense account 
or accounts.) 



The balance of either method is a debit representing the amount of taxes 
prepaid belonging to the next period as is shown in the balance sheet as an 
asset under Expense Items Prepaid or Deferred Charges to Profit and Loss. 



As a general practice taxes on real estate and equipment 
are departmentized, the distribution being made on some 
equitable basis; taxes on finished stock is a selling expense; 
corporation tax, franchise tax, income and excess profits taxes 
are charged to general administrative expense. 

7 
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Taxes Accrued 



DebU: 

Setnirannudl or Anniud Closing: 
By means of a reversing entry, at the 
beginnmg of each period with the 
amount credited to the account at 
the close of the preceding period. 

Monthly Closing: When taxes are 
paid, with an amount equal to the 
credit balance of the account on that 
date, thus discharging the liability 
represented by the accruals to date. 



CredU: 

SemiHinntial or Annual Closing: 
At the close of each period with the 
amount of taxes accrued from the 
date of assessment or from the time 
when they were last paid. (Debit the 
proper expense account or accounts.) 

Monthly Closing: At the close of 
each month during the period when 
taxes must be accrued, with one- 
twelfth of the estimated taxes for the 
year. 



By either method, the balance of the account, if any, is a credit, repre- 
senting the amount of taxes accrued but not yet due, and is a current 
liability. 



Salaries and Wages Accrued 



Debit: 

Semi-annual or Annual Closing: 
By means of a reversing entry at the 
beginning of each period, with the 
amount credited to the account at 
the close of the preceding period. 

Monthly Closing: At the close of 
each month, with the excess of sal- 
aries and wages accrued at the close 
of the preceding month over the 
amount of such accrual at the close of 
the current month. 



CredU: 

Semi-annual or Annual Closing: 
At the close of each period with the 
amount of wages and salaries accrued 
but not yet paid. (Debit the proper 
expense account or accounts.) 

Monthly Closing: At the close of 
each month, with the excess of sal- 
aries and wages accrued for the cur- 
rent month over the amount of such 
accrual at the close of the preceding 
month. 



By either method, the balance of the account is a credit representing 
the salaries and wages accrued but not yet due and is a current liability. 



CHAPTER XIV 

RESERVE ACCOUNTS— DEPRECIATION OF FIXED 

ASSETS AND BAD DEBTS 

Depreciation of Fixed Assets. 

Fixed assets, such as buildings, furniture and fixtures, delivery 
equipment, and machinery, are subject to a constant decline 
in value, due to usage, wear and tear, and to the result of improve- 
ments and changing conditions which often make it advisable 
to discard an asset which is still rendering good service. 

While the factor of depreciation involves no outlay of money 
until the asset is discarded and has to be replaced, yet it would 
be an unwise business poUcy to ignore such a factor until the 
replacement becomes necessary. An able and aforesighted ex- 
ecutive will immediately upon acquiring any fixed asset adopt 
some method by which provision will be made for its replacement. 

Different methods of bringing on the books the depreciation 
of fixed tangible assets are in use. A method which is open to 
criticism from an accounting standpoint, but which is still 
sometimes found in practice, is that of crediting the deprecia- 
tion, directly to the asset account, the corresponding debit 
being to the appropriate expense account. In such a case the 
amount of depreciation written off may be based upon the esti- 
mated Ufe of the asset, or it may be determined by an appraisal 
of the asset, the depreciation being arrived at by deducting the 
present appraised value from the value at which it was formerly 
carried. Again, the amount of depreciation may be regulated 
by the prosperity of the business, rather than by estimated 
life or appraised value, the depreciation charge being borne by 
those years whose profits are best able to stand it. 

A much more satisfactory method, and one which is to be 
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recommended under most circmustances, is that of establishing 
a reserve account to which is credited at the close of each period 
a definite amount based upon the estimated life of the asset; 
this results likewise in a constant charge against operations to 
cover depreciation and makes of depreciation a regular operating 
expense; the net profit for the period is thereby reduced, the 
amount credited to the capital account or to surplus being 
correspondingly reduced, while the amount set aside is held in 
the reserve account to absorb the actual losses which will occur 
when the asset has to be replaced. By this method the asset 
is carried in its proper account at actual cost as long as it is in 
use, while the credit to the reserve accounts shows the estimated 
depreciation to date; by deducting the amount of the reserve 
from the asset account, we arrive at the present estimated value 
of the asset. 

In an attempt to determine as accurately as possible the amount 
of depreciation to be set aside each year several methods are in 
use, all of which are based, of course, upon the estimated life 
of the asset. 

The simplest one and the one most commonly used is what is 
known as the ''straight line" method, by which the amount of 
depreciation to be written oflf each year is determined by dividing 
the difference between the cost of the asset and its scrap, or 
realizable value, by its estimated life in years. If it is not desired 
to take into consideration the possible scrap value, the original 
cost would be divided by the estimated life in years. 

For example, an asset costs $2000; its estimated life is ten 
years, and its estimated scrap value, $200. The depreciation 
of $1800 divided by 10 gives the annual charge for depreciation; 
if no account is taken of scrap value, the depreciation would 
be at the rate of 10% of the cost. 

Other more technical methods of arriving at annual deprecia- 
tion will be considered in the more advanced parts of the work. 

The theory of reserve accounts as it applies to depreciation 
and to other anticipated losses or contingencies, is most interest- 
ing and important. An exhaustive study of the subject does 
not belong, however, in the first year's work. 

A reserve for depreciation of a fixed asset is based upon the 
assumption that the asset is to be maintained in good working 
condition and that all necessary repairs will be made. It is not 
intended therefore that the reserve account will be charged with 
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the cost of repairs, all repairs being chargeable directly to the 
proper expense account. 

The functions of certain reserve accounts will now be considered. 

Reserve for Depreciation of Office Equipment 

(The same p^^]clples apply to any fixed asset account of a similar character 
' such as Delivery Equipment, Store Equipment, Stable Equipment, etc.) 



Debit: 

With the loss sustained upon any 
article of furniture, office appliance, 
or equipment, discarded, exchanged, 
destroyed by fire or otherwise dis- 



credit* 

At the close of each month or other 
closing period, with the depreciation 
of the office equipment, based upon 
the estimated life. (Debit General 



posed of. ' Administrative Expense, unless a 

special account is kept with Depre- 
ciation of Office Equipment.) 



The balance of this account should always be a credit and should repre- 
sent the present available reserve for the absorption of loss on the sale, 
replacement or destruction of any piece of office equipment. It may be 
shown on the balance sheet either on the liability side, under the heading, 
"Reserves" or as a deduction from the Office Equipment account. 

It should be borne in mind that the credit balance of a Reserve 
for Depreciation account at any time does not necessarily repre- 
sent the actual depreciation to date of the asset in question. 
When setting up depreciation reserves the accountant must 
look at the matter from two different points of view. First, 
he must consider that the asset in question does actually depre- 
ciate in value, and he must make the proper provision therefor. 
Second, he must consider the fact that there is always the pos- 
sibility, and even the probability, that as a matter of good 
business the asset in question will be replaced before it lives out 
its normal life. This replacement may be caused by the invention 
of new machinery or other equipment; or, in the case of stable 
equipment, it may be decided good policy to replace horses and 
wagons on hand with auto trucks; in the case of buildings, the 
demands of the business may necessitate removing to a better 
location or the replacing of the present with a larger building or 
one better adapted to the needs of the business. All of these 
things must be considered in setting up depreciation reserves. 
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Reserve for Depreciation of Buildings 



Credit: 

At the close of each iieriod, with 
the amount reeenred for depreciation 
of buildings based upon the type of 
buildings based upon the type of 
building and the use to which it is put. 
(Debit Depreciation of Buildings or 
some other appropriate expense ac- 
count or accounts.) 



DebU: 

At the time a building is wrecked 
or destroyed by fire, with the total 
amoimt reserved to date. The ex- 
cess of the loss sustained over the 
amount of the reserve should be 
charged to Profit and Loss or to Sur- 
plus. 

With the amount reserved to date 
on all buildings sold, if sold at less 
than cost value. The difference be- 
tween the selling price and the pres- 
ent value of the building should be 
debited or credited to Profit and Loss 
or to Surplus. 



The balance of this account represents the total reserve set aside for de- 
preciation on the building, and may be shown on the balance sheet either 
under the heading ''Reserves" on the liability side or as a deduction from 
the Buildings account. 

Loss on Bad Accounts. 

Any business house selling on credit knows from experience 
that regardless of how careful it may be in extending credit, 
losses must be expected due to the failures of certain customers io 
pay their accounts. 

Knowing this, the same principle of foresight applies in such 
a case as applies to the depreciation of fixed assets, namely that 
such losses should be anticipated and proper provision made for 
meeting them. 

This gives rise to the necessity for an account known by such 
titles as a Reserve for Bad Debts, a Reserve for Doubtful Ac- 
counts, or Reserve for Uncollectible Accounts. 

Reserve for Doubtful Accounts 



DebU: 

With the accounts of trade debtors 
which are actually charged off as be- 
ing uncollectible. (Credit Accounts 
Receivable.) 



Credit: 

At the close of each period, with 
the amount which it is estimated 
should be set aside to meet the losses 
which will arise from uncollectible 
accounts. (Debit Loss on Doubtful 
Accounts or Anticipated Loss on Bad 
Accounts.) 
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The balance is a credit and represents the balance of such reserve avail- 
able for absorbing losses due to uncollectible accounts. It may be shown 
on the balance sheet either on the liability side under the heading " Re- 
serves '' or as a deduction from Accounts Receivable. 



The amount credited to the reserve account at each closing 
is arrived at either by a careful examination of the accounts long 
over-due, by a certain percentage of the sales or a certain per 
cent, of the accounts receivable based upon past experience. All 
losses sustained are charged against this reserve. Operated in 
this way, the method results in an equal distribution of losses 
over successive periods on account of bad debts. 



CHAPTER XV 

EXERCISES IN ADJUSTMENTS AND FINANCIAL 

STATEMENTS 

EXERCISE SO 
For Class Discussion 

At the time of closing the books of a finn of traders on De- 
cember 31, 1918, the following adjustments are necessary: 

1. A reserve for depreciation on buildings is to be set aside for the year 
equal to 3% of the cost, $40,000. 

2. Office furniture costing $2000 was given an estimated life when pur- 
chased, of 20 years. Make entry setting aisde this year's portion of 
depreciation. 

8. Interest accrued to date on Notes Receivable amounts to $17.45. 

4. Interest accrued to date on Notes Payable amounts to $3.75. 

5. On November 30, the firm's note of $5000 was discounted at the Com- 
mercial Bank for 90 days at 6%; the amount of the discount being 
charged to Interest on Notes Payable. Make proper adjustment. 

6. Insurance on building was taken out on July 1, for a period of one year, 
the premium being $200. When paid this was charged to Insurance 
Prepaid. Make proper adjustment. 

7. The Taxes Prepaid account shows a balance of $360 which represents 
the amount of taxes prepaid on building from October 1, 1918 to 
April 1, 1919. Make proper adjustment. 

8. The wages accrued from the last pay day, December 28, to date 
amount to $314.75. 

9. During the year a desk which cost $75 was exchanged for a new one 
costing $125, $30 being allowed for the old one. The bookkeeper 
debited Office Equipment with the net cost of the new one, $95. 
Make proper adjustment. 

10. Repairs to the roof of the building were made during the year at a 
cost of $95. When the bill was paid, the bookkeeper charged it to 
Buildings account. Make proper adjustment. 
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EXERCISE 21 

Home Assignment 

The following adjusting entries are to be made on journal 
paper with full explanation for each one. 

1. Office equipment costing $3000 has an estimated life of 10 years. 
Make entry to set aside the proper reserve for depreciation for the 
current year. 

2. Buildings costing $75,000 are estimated to have a life of 50 years. 
Set aside one year's portion of depreciation, 80% of the building being 
used for selling purposes and the remainder for the general offices. 

8. Delivery trucks costing $10,000 were all bought at one time and were 
given an estimated life of five years. Set aside this year's portion of 
depreciation. 

4. Insurance on the building is paid to May 1, 1919, the annual premium 
of $400, being charged to an Insurance account. Make proper ad- 
justment as of December 31, 1918, making the same distribution as for 
depreciation of building. 

6. Unexpired insurance on stock of salable goods amounts to $75, the 
entire cost of premium having been charged to general administration 
expense. 

6. Stamps and stationery on hand are inventoried at $116, the cost of 
the same having been charged to an account with office supplies. 

7. Wages and salaries accrued to date of closing amount to $912.75. 

8. Interest accrued on Notes Receivable amounts to $91.60; on Notes 
Payable, $37.50; on Mortgage Payable, $125. 

9. Taxes accrued on buildings amount to $900 based upon last year's 
tax bill, such amount being chargeable to Maintenance of Real 
Estate; estimated taxes accrued on salable stock, $150. 

10. The W. C. Horton Company has an account with Reserve for De- 
preciation of Office Equipment which has a credit balance on July 1, 
1918, of $632.80. On that date, the company purchased a new safe 
costing $600 and are allowed $125 for the old one taken in exchange. 
The old safe cost $400. Make proper entry or entries. 

11. On December 31, 1918, the treasurer of the Henry Hudson Company 
instructed the bookkeeper to credit 1% of^total sales of $110,912.60 
to the Reserve for Doubtful Accounts. 

On March 30 of the following year, the accounts of R. W. Rollins 
for $137.20 and of John C. Cutter & Co. for $207.40 are written off 
as they are regarded as uncollectible and it is not thought worth 
while to bring suit against them. 

May 10, a final dividend of 20% is received from the trustees in 
bankruptcy for Thomas Knight. At the time of his failure he owed 
the firm $638.20 and two other dividends of 20% and 30% respec- 
tively have been received. 
Make all entries for the above. 
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18. The amount of Delivery Expense for the current year of a certain 
firm amounts to $1748.50 and the bookkeeper is instructed to dis- 
tribute the account between Freight and Hauling Inward and Freight 
and Hauling Outward on a basis of two-thirds and one-third 
respectively. 

18. An auto truck costing $1800 is destroyed in an accident and is re- 
placed with one costing $2000. How should this transaction be 
recorded — 

(a) When no provision for depreciation has been made? 
(6) When the depreciation charges have been credited, to the account 

with Delivery Equipment, the amount charged off to date being 

$12007 
(c) When the depreciation charges have been credited to an account 

with Reserve for Depreciation of Delivery Equipment, the 

amount reserved to date being $1200? * 

li. If instead of being destroyed, the auto truck is replaced by one 
costing $2000, $400 being allowed for the old one, what entries would 
be made under (a), (&), and (c) above? 

16. When the A. B. C. Manufacturing Company closed its books January 
31, 1915, it was found that wages and salaries were accrued but not 
paid as follows: salaries of salesmen, $295; administrative salaries, 
$263; factory labor, $504. The following adjusting entry was made: 

Selling Expense $295 . 00 

General Administrative Expense 263 . 00 

Factory Labor 504 . 00 

To Accrued Wages and Salaries $1,062 . 00 

Monthly profits are being arrived at. 

On February 28, wages and salaries were accrued as follows: Salesmen's 
salaries, $275; administrative salaries, $196; factory labor, $525. Make 
the proper adjusting entry. 
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EXERCISE 22 

J. C. CURTIS 
Trail Balance, December 81, 1917. (Before adjusting) 

Cash $6,240.05 

Accounts Receivable 156,935.00 

Notes Receivable 1,844.00 

Merchandise on hand June 30, 1917 114,862. 24 

Land (cost) 20,000.00 

Buildings (cost) 24,625.00 

Reserve for Depreciation of Buildings $3,255.00 

Office Equipment (cost) 3,954 . 75 

Reserve for Depreciation of Office Equipment . . 474 . 60 

Stable Equipment (cost) 2,681.20 

Reserve for Depreciation of Stable Equipment. . 321 . 74 

Accounts Payable 131,941.70 

Notes Payable 60,000.00 

J. C. Curtis, Capital 129,684. 17 

J. C. Curtis, Drawing Account 2,580.76 

Sales 659,219.28 

Sales Returns and Allowances 2,150 . 00 

Purchases 620,213.30 

Purchase Returns and Allowances 524 . 90 

Freight Inward 3,712.50 

Freight Outward 549.39 

Salesmen's Salaries 6,500.00 

Traveling Expense 4,726.92 

Advertising 747 . 50 

Delivery Expense 2,098.00 

Office Salaries 10,276.40 

Office Supplies Used 1,200.00 

Postage, Telephone and Telegrams 365 . 00 

Insurance Expense 460.00 

Cash Discounts on Sales 1,459 . 26 

Cash Discounts on Purchases 2,589 . 63 

Interest Earnings \ 1,260.00 

Interest Charges 2,089.75 



$989,271.02 $989,271.02 
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Inventory December 31, 1017, $117,864.61. 
Stable equipment Ib used for delivery purposes only. 
Depreciation on Buildings, 2% per annum. 
Depreciation on Office Equipment, 10% per annum. 
Depreciation on Stable Equipment, 10% per annum. 
Stable supplies on hand (cost), $350. 
Office supplies on hand (cost), $162.50. 
Insurance Premiums Prepaid, $60. 

Required: 

1. Adjusting Entries. 

2. Working Sheet. 

3. Profit and Loss Statement. 
* 4. Balance Sheet. 

5. Closing entries. 

6. Calculated percentages of profit and expenses; cidculate "turnover." 

Freight and Hauling Outward appears for the first time in 
Exercise 22. The functions of the account are as follows: 



Freight and Hauling Outward 



DebU: Credit: 

With the cost of freight, express, 
and hauling outward on sales made 
f .o.b. destination. 

At the end of each period the debit balance of this account represents the 
total cost of freight and hauling outward on sales made. It may be shown on 
the Profit and Loss Statement either as a deduction from Sales or as an 
operating expense. 



In a business where it is the established custom to prepay 
freight and express charges on sales made and where special 
allowance for this fact is made in fixing the selling price, it 
would seem to be the better practice to consider this class of 
expense as a deduction from gross sales. In a business where 
it is not the custom to prepay freight, but where it is done oc- 
casionally as an inducement to make sales, and where no special 
provision for this expense is made in fixing the selling price, the 
balance of this account represents a part of the expenses of sell- 
ing goods and consequently should appear among the operating 
expenses. 
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EXERCISB 23 



JOHN C. DANA 



Trial Balance, December 31, 1918. (Before adjusting) 



Cash 

Accounts Receivable 

Notes Receivable 

Merchandise Inventory, January 1, 1918 

Land 

Buildings 

OflBce Equipment 

Delivery Equipment 

Good Will 

Securities Owned 

Accounts Payable 

Notes Payable 

Reserve for Depreciation of Buildings 

Reserve for Depreciation of Office Equipment 
Reserve for Depreciation of Stable Equipment 

Reserve for Bad Debts 

J. C. Dana, Capital 

J. C. Dana, Current 

J. C. Dana, Salary 

Sales 

Sales Returns and Allowances 

Purchases 

Purchase Returns and Allowances 

Freight Inward 

Freight Outward 

Salesmen's Salaries 

Salesmen's Ti-aveling Expenses 

Advertising 

Delivery Expenses 

Maintenance of Real Estate 

Office Salaries 

Office SuppHes 

Telephone and Telegrams 

Insurance 

Discounts on Sales 

Discounts on Purchases 

Interest on Notes Receivable 

Interest on Notes Payable 



$7,850.20 
155,833 . 10 

2,000.00 

115,854.20 

20,000.00 

35,725.00 

3,600.00 

2,750.00 
10,000 . 00 

4,200.00 



1,250 . 00 
622,231.40 

5,271 . 10 

176.00 

7,500.00 

3,762.60 

1,274 . 50 

1,750.20 

2,476.00 

10,500.00 

800.00 

276.00 

800.00 

662.70 



1,800.00 



132,104.60 

50,000 . 00 

3,415.00 

384.50 

278.20 

4,680.70 

150,000.00 

1,912.70 

300.00 

671,219.50 



427.80 



3,470.00 
50.00 



$1,018,243.00 $1,018,243.00 



no 
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Prior to drawing up the statements, the following adjustments are to be 
made: 

(a) Further reserve for depreciation of buildings is to be set aside at the 
rate of 2% per annum. 

(b) Depreciation of office equipment is to be reckoned at 5% per annum. 

(c) Depreciation ol delivery equipment, 10% per annum. 

(d) An amount equal to H % of the sales is to be added to the present 
reserve for bad debts. 

(e) Accounts receivable to the amount of $612 are to be written off as 
uncollectible. 

(/) Insurance premiums prepaid amount to $200. 

(y) The insurance expense for the year is to be divided between insurance 

on building (Maintenance of Real Estate) 75% and Insurance on 

Stock 25%. 
(h) Taxes accrued on real estate for three months on an assessed valuation 

of $40,000 at a tax rate last year of $20 per thousand, 
(i) Interest accrued on a note of $25,000 at 6% from October 1; another 

note of $25,000 was discounted at the First National Bank at 6% 

on December 1 for 60 days, the discount being charged to Interest on 

Notes Payable. 
(j) Office suppUes on hand, $200. 

The following work is required: 

1. Adjusting Entries and Adjusted Trial Balance. 

2. Working Sheet. 

3. Profit and Loss Statement. Inventory of Merchandise, December 
31, 1918, $119,864.51. 

4. Balance Sheet. 

5. Closing Entries. The net profit or lo3s should be closed into 
the partners' current account; the capital account of $150,000 
represents the original investment and is not disturbed. 

6. Rate of Gross Profit on Sales; on Cost of Sales. 

7. Turn-over of Merchandise. 

The following new accounts occur in the above trial balance, 
the functions of which will now be explained. 



Good Will 



Debit: 

With the amount paid for a busi- 
ness in excess of the amount of the 
net tangible assets acquired. 



Credit: 

Under most circumstances there 
would be no credits to this account, 
unless it is desired to write off the 
good will over a period of years. 



The balance is always a debit representing the book value of the good will 
of the business and is an asset. It should be shown on the balance sheet 
as an unclassified item, usually immediately following the fixed assets. 
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Good will may be defined as the estimated value as agreed upon 
between the buyer and seller, of the established patronage, name 
and reputation, trade marks, favorable business location, the 
cumulative effect of past advertising, and other factors which 
contribute to the prestige of an established business. 

Secxtrities Owned (or Investments) 



Credit: 

With the cost value of stock sold 
and with the book value of bonds 
sold. 

When bonds are purchased at a 
premium, with such an annual pro- 
portion of the premium as will result 
in reducing the bonds to par at 
time of maturity. 



Debit: 

With the cost of stocks and bonds 
purchased for investment. 

When bonds are purchased at a dis- 
count, and are charged to this account 
at actual cost, and it is the intention 
to hold them as a permanent invest- 
ment, this account should be debited 
at the close of each period with the 
proper proportion of the discount, in 
order that the bonds may be shown 
in the account at par at maturity. 
(Credit Income from Securities 
Owned.) 



The balance of this account represents the cost of stocks and the present 
value of bonds owned. It should be shown on the Balance Sheet under the 
heading '^ Outside Investment." If there is any material difference between 
the amount at which securities owned are carried on the books and the pre- 
sent market value of these securities the market value should be shown 
on the Balance Sheet either in the form of a foot note or placed inside the 
money columns on the same line with the book value. 

This account should include only stocks and bonds purchased 
for investment outside of the regular course of business. If the 
concern purchases the securities of a company in its same line 
of business with the intention of ultimately acquiring control 
of this outside company the securities thus acquired should be 
shown separately; and, of course, stock of subsidiary companies 
held by a parent company should be shown as a separate item 
on the Balance Sheet. 

Ordinarily securities owned should be shown on the books 
at cost unless the present market value is materially below cost, 
in which case they may be written down to market value by 
charging the proper expense account and crediting either the 
asset account itself, or a reserve account called Reserve for 
Adjustment of Securities Owned. 



CHAPTER XVI 
WILSON JJXD WHEELER PRACTICE SET 

This set is a coniiiiuation of the John G. Wilson set, the work 
on which has ah-eady been completed. 

The books to be used during the second month are Purchases 
Journal, Sales Journal, four column Cash Book, Petty Cash 
Book, General Journal, General Ledger, Purchases Ledger 
and Sales Ledger. With the exception of the Purchases and Sales 
Ledgers all of these books are contained in the same set of covers 
mth the books for the first month. As the student is not required 
to write the business papers, details of purchases and sales are 
omitted. The general ledger accounts are as follows: 

CuBBENT Assets: 

Cash 

Petty Cash 

Accounts Receivable 

Notes Receivable 

Acceptances Receivable 

Inventory — Merchandise on Hand 

Interest Accrued on Notes Receivable 

Income Accrued on Securities Owned. 
Securities Owned 
Fna&D Assets: 

Land 

Building 

Furniture and Fixtures 
Deferred Charges to Profit and Loss: 

Stationery and Supplies on Hand 

Insurance Prepaid 
Goodwill 
Current Liabilities: 

Accounts Payable 

Notes Payable 

Acceptances Payable 

John G. Wilson, Salary 

William H. Wheeler, Salary 

Interest Accrued on Notes Payable 

Interest Accrued on Mortgage Payable 

Salaries and Wages Accrued 

Taxes Accrued 

112 
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FixBD Liability: 

Mortgage Payable 
Rebebye Accounts: 

Reserve for Depreciation of Building 

Reserve for Depreciation of Furniture and Fixtures 

Reserve for Loss on Doubtful Accounts 
John G. Wilson, Capital 
William H. Wheeler, Capital 
Sales 

Sales Returns and Allowances 
Purchases 

Purchase Returns and Allowances 
Freight and Hauling in 
Buying and Receiving Expense: 

Salaries and Wages 

Stationery and Supplies 
Selling Expense: 

Salaries and Wages 

Traveling Expense 

Advertising 

Stationery and Supplies 

Rent of Warehouse 

Depreciation of Store Furniture and Fixtures 

Taxes and Insurance on Stock 
Delivery Expense: 

Salaries and Wages 

Freight and Hauling Outward 
Maintenance of Real Estate: 

Taxes on Building 

Insurance on Building 

Repairs to Building 

Depreciation of Building 

Lighting 

Cleaning and Sweeping 
General Administrative Expense: 

Office Salaries and Wages 

Stationery and Supplies 

Postage 

Telephone and Telegrams 

Carfares 

Depreciation of Office Furniture and Fixtures 

Miscellaneous Administrative Expense 
Other Income Accounts: 

Interest on Notes Receivable 

Income on Securities Owned 

Discounts on Purchases 
Other Expense Accounts: 

Interest on Notes Payable 

Interest on Mortgage Payable 
8 
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Diflcounto on Notes and Acceptances Receivable 

Discounts on Sales 

Loss on Doubtful Accounts 

Donations 
Hamlin and Coleman, Agents 
Trading 
Pbopit and Lobs 

Of these accounts, John G. Wilson Capital, Cash, Notes 
Receivable, Inventory, Furniture and Fixtures, Notes Payable, 
and John G. Wilson Salary were brought forward from January. 
A quarter of a page should be allowed for each of the new ac- 
counts except Accounts Receivable and Accounts Payable, for 
which half a page should be allowed. 

It will be noted that in the above list of general ledger ac- 
counts, the accounts are arranged in the order in which they 
would appear in preparing a balance sheet and a profit and loss 
statement and that sub-headings are shown for each group 
of accounts. The above arrangement does not necessarily 
correspond to the order in which the accounts will be opened 
in writing up the set. 

The Purchases and Sales Journals are operated the same as 
in the first month. The Cash Book is provided with special 
columns for discounts taken and allowed, credits to customers' 
accounts, and debits to creditors' accounts. All cash received 
is deposited and all disbursements are made by check except 
small payments which, because of their nature, must of necessity 
be made with currency. Such payments are made from a petty 
cash fund. Thus the Cash Book becomes not only a record of 
cash received and paid, but also a record of deposits made and 
amounts withdrawn from the bank. 

CURRENCY DISBURSEMENTS 

There are three methods of making currency disbursements; 
viz. : from the general cash, from a petty cash fund, and from an 
imprest cash fund. 

If possible, currency payments should not be made from the 
general cash funds. When this is done the cash book records 
do not agree with deposits made and checks drawn on the bank; 
there is no way of providing a good internal check on cash re- 
ceipts and disbursements; and the work of auditing the cash 
records is greatly increased. 
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When currency payments are made from the general funds 
they may be recorded directly in the cash book or in a petty 
cash book. In the first case either detailed postings must be 
made from the cash book or an unreasonably large number of 
distribution columns provided. If a petty cash book is used 
columns should be provided for the date of payment, name of the 
party to whom the payment is made, explanation, and amount of 
disbursement, followed by a series of distribution columns 
which should be headed with the names of the accounts charge- 
able with petty disbursements. These are usually such items 
as carfares, postage, express charges, traveling expenses, clean- 
ing, ice and towel supply, wrapping paper and twine, small 
repairs, etc. A sundry column should be used for charges to 
accounts for which special columns are not provided. The col- 
umns in the petty cash book should be footed at the end of each 
day and at the end of the month. At the end of the month 
an entry is made in the general cash book crediting Cash and 
debiting the various accounts as indicated by the petty cash 
book headings. The sundry column in the petty cash book will 
have to be analyzed, the totals of the charges to the various 
accounts recorded therein being used in making the cash book 
entry. Where petty disbursements are made from the general 
cash and a petty cash book is maintained it is obvious that when 
proving the correctness of the cash on hand at the end of each 
day, the total of the currency disbursements as shown by the 
petty cash book must be added to the total of the check disburse- 
ments recorded in the general cash book. 

A petty cash fund is an amount of cash withdrawn from the 
general cash and kept entirely separate from it. The fund is 
established by drawing a check to the order of Petty Cash, 
usually for the estimated amount of the currency disbursements 
for one month. The check is passed through the Cash Book as a 
credit to Cash and a debit to Petty Cash Fund account. The 
check is then converted into currency, the currency being placed 
in a special cash drawer called the petty cash drawer. 

All currency disbursements should be made from this fund and 
recorded in the petty cash book in the same manner as described 
above. At the end of each day the amount of the fund, should be 
proved; that is, the amount of cash in the petty cash drawer, 
plus the disbursements since the first of the month, or since the 
fund was last replenished, should equal the original amount of 
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the fund. At the end of the month the footings of the various 
columns in the petty cash book should be totaled. The footing of 
the ** Amount of Disbursement*' column is posted to the credit of 
the Petty Cash Fund account, and the footings of the distribu- 
tion columns posted to the debit of the indicated accounts. The 
items in the sundry column must be posted in detaU. 

At the end of each month the balance of the Petty Cash Fund 
account represents and should agree with the amount of cash on 
hand in the petty cash drawer. Whenever the amount of cash 
in the petty cash drawer gets low a check must be drawn, turned 
into currency and charged through the cash book to the Petty 
Cash Fund account. 

The only difference between the imprest fund and the petty 
cash fund is that the imprest fund is maintained always at a 
definite amount, which should be approximately the amount of 
the currency disbursement for a month. To establish the fund a 
check is drawn to the order of Imprest Cash and charged to the 
Imprest Cash Fund account through the cash book. Thereafter 
no debits or credits will be made to this account unless it is desired 
to increase or decrease the amount of the fund. 

Currency disbursements are recorded either in a petty cash 
book, as described above, or by means of petty cash vouchers. 
These are usually 4" X 3" blanks, upon which are provided 
spaces for the date of the disbursement, nature of the disburse- 
ment, signature of the party who receives the money, and name 
of the account or accounts to be charged. These vouchers are 
kept on a spindle file or in the petty cash drawer until such time 
as the fund is replenished. When disbursements from the im- 
prest fund are recorded in a petty cash book loose-leaf sheets are 
sometimes used, a column being provided at the right for the 
signature of the party receiving the money. The fund is proved 
at the end of each day; that is, the amount of cash on hand, 
plus the total of the petty cash vouchers on hand, or the total of 
the disbursements recorded in the petty cash book since the 
fund was last replenished, should equal the amount of the fund. 

When the imprest fund system is operated no postings are made 
either from the petty cash book or the petty cash vouchers. The 
fund should be replenished always at the end of each month, 
and more often if necessary. When this is done an entry is made 
in the cash book or other record of expenses crediting Cash for 
the total of the currency payments and debiting the various ex- 
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pense accounts as shown by the distribution columns in the petty 
cash book. (If petty cash vouchers are used they must be sum- 
marized on a sheet of analysis paper, a column being provided 
for each expense account chargeable with the payments which 
have been made. The footings of the various columns are used 
in making the cash book entry.) A check is drawn for the 
total amount of the currency disbursements and is cashed at 
the bank. The currency thus obtained is placed in the petty 
cash drawer, thereby reestablishing the fund at its original 
amount. 

TRANSACTIONS FOR THE MONTH 

On February 1, 19 — , John G. Wilson and William H. Wheeler 
have entered into an agreement under the terms of which Mr. 
Wheeler is to invest the sum of $38,000 in Mr. Wilson's whole- 
sale dry-goods business, acquiring thereby a one-half interest. 

The name of the new concern is to be Wilson and Wheeler. 
The partnership agreement is to continue for three years, both 
partners giving all their time to the business. Mr. Wilson is to 
continue to act as manager, doing the buying and supervising 
the work of the salesmen. Mr. Wheeler is to pass upon credits, 
take charge of the correspondence and the financial side of the 
business, and supervise the work of the office force. Mr. Wilson 
is to be allowed a salary of $300 a month and Mr. Wheeler, a salary 
of $200 a month. Profits and losses are to be shared equally. 

An inspection of Mr. Wilson's books reveals the fact that 
certain of the accounts receivable are doubtful of collection. It 
is agreed therefore that Mr. Wilson shall be charged through 
his capital account for $1200, and that a similar amount be 
carried to a Reserve for Doubtful Accounts. It is also agreed 
that Mr. Wilson shall be charged a further amount of $300, 
representing accrued depreciation on the store and office furni- 
ture and fixtures, and that this amount be set up as a Reserve for 
Depreciation of Furniture and Fixtures. Mr. Wheeler's check 
for $38,000, made to the order of Wilson and Wheeler, is depos- 
ited at the Merchants Bank. 

Make and post the entries to bring onto the books the reserves 
for loss on doubtful accounts and for depreciation of furniture 
and fixtures, and the goodwill; and to show Mr. Wheeler's 
investment in the business. 

Mr. Wheeler, who is somewhat familiar with modern book- 
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keeping methods, has recommended that certain changes be 
made in the accounting system. He suggests that the concern 
do away with the clumsy form of cash book that has been used 
and substitute a more scientific way of handling cash receipts 
and disbursements; and that all cash received be deposited and 
currency payments be made from a petty cash fund. He also 
suggests that detailed operating expense accounts be maintained; 
and that customers' and creditors' accounts be taken out of the 
General Ledger and operated in subsidiary Sales and Purchases 
Ledgers. Accordingly all the cash on hand has been deposited 
at the Merchants Bank, and a check for $250, drawn to the 
order of Cash, has been converted into currency and the proceeds 
placed in the petty cash drawer. 

Make and post the entries to show the establishing of the petty 
cash fund, and to transfer the customers' and creditors' accounts 
to the subsidiary ledgers, setting up a controlling account for 
each in the General Ledger. 



February 1 

• 

Purchased from L. J. Peabody additional store and 
office furniture. Issued our check in payment $675 . 00 

Issued a check to Hill, Smith and Company for 
books and blanks for use in the office $34.00 

Received from Marshall Field Company a check for 

« 

the amount due on our bill of January 20, less 2% 

cash discount. 

The allowance of January 25 is deducted from the amount 
of the bill. 

Took out additional insurance on stock of mer- 
chandise, $12,000 for one year. Cost of premium, 

paid by check (Charge Insurance Prepaid) $108.00 

Paid by check the wages and salaries for the week 
ending February 1 : 

Store salesmen $136 . 00 

Store clerks 158.50 

Shipper and packers 112.00 

Receiving clerk 27 . 50 

Office clerks 70.00 

$504.00 
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February 3 

The following orders have been shipped : 

H. C. Baker, Chicago, terms 2/10, N/30 $590 . 63 

A. B. Carter and Company, Springfield, 111., 

terms 1/30, N/60, f.o.b. Springfield $1,289 .40 

James W. Blaisdell and Company, Lasalle, 111., 

terms 2/10, N/30, f.o.b. Chicago. . . . ! $940.70 

Paid freight on the shipment to Springfield, by 

check $25.35 

Issued a check to Rice and Downing for the amount 
due them. 

Received a check from R. A. Pond to cover the 
amount of his note of January 3 and thirty days' 
interest at 5%. 

Paid in currency from the petty cash fund: 

Carfares $4.30 

Postage .• 15.00 

Order blanks for the sales department 12 . 50 

Cash sales to date $670.43 

The Cash Saljes account may be kept either in the General 
Ledger or in the subsidiary Sales Ledger. When detailed post- 
ings must be made to the Cash Sales account (as in this set) and 
when the number of cash sales is large, the account is best kept 
in the Sales Ledger. In such a case, it should be borne in mind 
that credits to the account in the Cash Book must be placed in 
the "Accounts Receivable — Credit" column. In a more ad- 
vanced part of the work, special columns are provided for cash 
sales in both the Sales Book and Cash Book, making detailed 
postings unnecessary. 

We have purchased through the real estate office of 
Hamlin and Coleman a lot of land and warehouse 
at 924 Lake Street. The purchase price is $76,000, 
of which $52,000 is for the land and $24,000 is for the 
building. We have paid $31,000 by check and have 
assumed a mortgage for the balance, $45,000. The 
mortgage is dated February 1. Interest at 6% is 
payable semi-annually on August 1 and February 1. 

As this is a transaction somewhat outside of the ordinary 
course of business, a special account with Hamlin and Coleman, 
Agents, should be opened in the General l/cdger. To record 
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the transaction, three entries should be made, vis. : a journal 
entry charging the Land account and the BuOding account 
for the proper amounts and crediting Hamlin and Coleman; a 
journal entry charging Hamlin and Coleman for the mortgage; 
and a cash book entry for the check. 



February 6 

Purchases have been made as follows : 

Bliss, Faber and Company, Chicago, terms 2/10, 
N/30, dateof invoice, February 6 $1,240.00 

French and Walker, Chicago, terms acceptance 
at 15 days, date of invoice, February 3 $940.85 

Marion Mills Corporation, Marion, Ind., terms 
60-day note with interest at 6%, f.o.b. Marion, 

date of invoice, February 2 $1,560.92 

Paid by check freight on the shipment from 
Marion $68.00 

The invoice received from French and Walker was 
accompanied by a draft at fifteen days' sight, payable 
to themselves, for the amount of the invoice. By 
accepting the draft we have issued a trade acceptance 
against the purchase of the goods. 

February 7 

Paid by check to Goggin and Barlow the cost 
of teaming stock of merchandise and furniture and 
fixtures to the new warehouse (charge Miscellaneous 
Administrative Expenses) $155.00 

We have had C. W. Harper Company's interest 
bearing note of January 9, due March 10, discounted 
at the bank. Discount for the unexpired time charged 
at the rate of 6%. 

Febiuary 7 

Sent Marion Mills Corporation our note at 60 
days with interest at 6%, dated February 2, for the 
amount due them on account of the goods received 
February 6. 
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February 8 

Drew a draft for $1200 at thirty days after date 
on Mason, French and Company in favor of Conant 
Brothers and Company. Mason, French and Com- 
pany have accepted the draft. 

Paid in currency from the petty cash fund: 

Cleaning and sweeping $10.00 

Telegrams 3.75 

Soap and towel supply (charge Miscellaneous 

Administrative Expense) 6 . 25 

Frank Baker, for traveling expenses 15.00 



Drew a check for the amount of the payroll for 
the week ending February 8: 

Store salesmen $120.00 

Store clerks 160.00 

Shipper and packers 115.00 

Receiving clerk 30.00 

Office clerks 75.00 



$500 . 00 



February 10 

Purchases have been made as follows: 

Conant Brothers and Company, Chicago, terms 

a/c 30 days, date of invoice February 8 $862. 50 

Columbia Print Works, Buffalo, N. Y., terms 30- 
day note with interest at 6%, f.o.b. Buffalo, in- 
voice dated February 4 $1,274.82 

Rice and Downing, Chicago, terms cash 3%, in- 
voice dated February 8 $540.75 

Paid freight on shipment from Buffalo, by check $32.20 
Issued a check to the Merchants Bank in settle- 
ment of our note of January 11, due today $4,000 . 00 
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Febniary 11 
Received the following checks: 

From H. C. Baker, in settlement of our bill of 
February 3, less cash discount. 
From Chase Furnishings Company, settlement in 
full for the amount due from them. 

From Farrington and Hoyt, on account $1,000.00 

Issued a note to the Columbia Print Works, at 
30 days with interest at 6%, dated February 4, in 
settlement of their invoice of that date. 

Insured the building at 924 Lake Street for one 
year. Amount of policy $18,000. Cost of premium, 

paid by check (charge Insurance (Prepaid) $240 . 00 

Paid Shumwell Advertising Agency advertising for 

February, by check $175.00 

Mr. Wheeler withdrew on account of his salary, 
by check. . . • $60.00 



February 14 

Sales have been made as follows: 

Gifford Dry Goods Company, Milwaukee, Wis., 

terms a/c 30 days, f.o.b. Chicago $1,860.47 

Kean and Johnson, Chicago, terms acceptance 

at 10 days' sight : $491 .30 

W. C. Lincoln and Company, Danville, 111., 
terms acceptance at 30 days' sight, f.o.b. 
Danville $1,350.00 

Drew drafts to the order of ourselves on Kean and 
Johnson and W. C. Lincoln and Company in accord- 
ance with the terms of the sales made, and sent 
them with the bills for acceptance by the drawees. 
After acceptance they will become trade acceptances. 

Make no entries for the drafts until notice is received that 
they have been accepted. 

Paid freight on the shipment to Danville, 111., 
by check $117.85 
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Received from A. B. Carter and Company a 60- 
day note for $2200 with interest at 7%, dated Feb- 
ruary 10, on account of the amount due from them. 

We have discarded as being of no further value a 
bookkeeper's desk which is carried on the books 
at $35. 

February 16 

Kean and Johnson have accepted our draft of 
February 14 and have returned it to us. Date 
of acceptance, February 15. 

James W. Blaisdell and Company have returned 
goods that were billed to them at $289.40 

Issued our check to Bliss, Faber and Company for 
the amount of their invoice of February 6, less a 
cash discount of 2%. 

Paid by check to Goggin and Barlow: 

Teaming inward $34.80 

Teaming outward 45.00 



$79.80 



Paid in currency from the petty cash fund : 

Carfares $3.20 

Cleaning and sweeping 12 . 00 

Telegrams : 1 . 50 

Repairs to typewriter (charge Miscellaneous 

Administrative Expense) 8 . 00 



Paid payroll for the week ending February 15, 
by check: 

Store salesmen $120.00 

Store clerks 160.00 

Shipper and packers 115.00 

Receiving clerk 30.00 

Office clerks 75.00 

$500 . 00 
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February 17 

W. C. Lincoln and Company have accepted and re- 
turned our draft of February 14. Date of accept- 
ance, February 15. We have had the draft dis- 
counted at the Merchants Bank, discount for the 
unexpired time being charged at the rate of 6%. 

Edward B. Smith, the proprietor of Smith's Dry 
Goods Store, has failed. His creditors have agreed to 
accept seventy-five per cent, of the amounts due them 
and to cancel his indebtedness on that basis. 
Received a check for $1,119.53 in final settlement. 

Received the following checks: 

From Gifford Dry Goods Company, in full for our 
bill of January 24 $2,555.05 

From James W Blaisdell and Company for the 
amount due on our bill of February 3, less cash, dis- 
count . We have allowed the discount, although the 
term of discount expired February 13. 

The allowance of February 15 for goods returned is de- 
ducted from the amount of the bill before the cash discount is 
figured. 

Cash sales to date $834.67 

Sent Conant Brothers and Company a claim for 
damaged goods,' which they have allowed $250.00 



February 8 

Sales have been made as follows: 

George P. Fox and Company, Columbus, Ohio, 

terms a/c 60 days, f.o.b. Chicago $2,769. 15 

H. C. Baker, Chicago, terms 2/10, N/30 $940.63 

A. B. Carter and Company, Springfield, 111., 

terms a/c 30 days, f.o.b. Chicago $1,439.52 

R. A. Waters and Company, Galesburg, 111., 

terms 2/10, N/30, f.o.b. Chicago $1,931 .86 

Purchased four $1000 United States 3}i% Liberty 

Bonds, by check certified by the Merchants Bank $4,000 . 00 
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Issued the following checks: 

To Rice and Downing, for their invoice of Febru- 
ary 8, less cash discount of 3%. 

To Conant Brothers and Company, on account $500.00 
To French and Walker, in settlement of our ac- 
ceptance of February 3 $940.85 

Paid from the petty cash fund: 

Stationery for sales department $18 . 75 

To Mr. Wilson, on account of his salary 45.00 

Suppers for office clerks (charge Miscellaneous 

Administrative Expense) 2 . 50 

Carfares 1 .30 

Postage , 10.00 



February 19 

Purchases : 

Bliss, Faber and Company, Chicago, terms a/c 
30 days, date of invoice February 17 $934 . 27 

Rice and Downing, Chicago, terms Cash 3%, in- 
voice dated February 16 $279.86 

Hastings, Church and Homer, Chicago, terms ac- 
ceptance at 15 days, date of invoice February 17 — $840.00 

Accepted Hastings, Church and Homer's draft at 
15 days sight, drawn to the order of themselves, for 
the amount of the invoice of February 17. 

Being unable to meet in full their note of January 
20, which is due to-day, Dudley and Dodge have 
asked us to accept their check for $300 and their 60- 
day note with interest at 6% for the balance due on 
the original note. We have accepted their offer. 

Paid by check: 

To B. W. Bacon, for repairs to the roof of the 
building $169.40 

To James Clarkson, salesman, for traveling ex- 
penses $56.25 
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Febniary 80 

George P. Fox and Company have endorsed and 
delivered to us the note which we issued to the Marion 
Mills Corporation on February 7. We have allowed 
Fox and Company for the face of the note plus the in- 
terest at 6% from the date of the note, February 2, 
to date. 

We have returned to Bliss, Faber and Company 
goods which were billed to us at S86.40. 

Conant Brothers and Company have drawn on us 
at 60 days after date, favor Brown, Clark and Com- 
pany for $600. We have accepted the draft. 

Purchases : 

Columbia Print Works, Buffalo, N. Y., terms a/c 
60 days, f.o.b. Chicago, invoice dated February 14. 

(They have paid the freight charges) $890 . 70 

A. B. Foster Company, Chicago, terms N/30, date 
of invoice February 18 $1,086.34 

Received invoice dated February 16 from the 
Manchester Cotton Mills, Manchester, N. H., for mer- 
chandise invoiced at $780, and notice from them 
that they have drawn on us at sight for that amount. 
They have attached the draft to a negotiable bill of 
lading, which will be forwarded by their local bank to 
its correspondent bank in Chicago. 

Make no entry for this transaction until the goods reach 
Chicago and the bank notifies us that the bill of lading with 
draft attached htis arrived. 

February 21 

We have discounted at the Merchants Bank the 60- 
day interest bearing note of Dudley and Dodge dated 
February 19. Discount charged at 7%. 

Sold for $25 cash an office desk that has been car- 
ried on the books at $47.50. 

Cash sales to date $1,240. 39 

Drew a draft at 30 days from date on Giflford Dry 
Goods Company in favor of A. B. Foster Company. 
The draft has been accepted $300 . 00 
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Paid from petty cash: 

Soap and towel supply (Miscellaneous Admin- 
istrative Expenses) $8 . 25 

Stationery for receiving department 30 . 00 

Small repairs to the building 37 .50 

Carfares 2.00 

Paid wages and salaries for the week by check: 

Store salesmen $120. 00 

Store clerks 160.00 

Shipper and packers 115.00 

Receiving clerk 30.00 

Office clerks 75.00 

$500.00 



February 24 

Drew a check to the order of Petty Cash and con- 
verted it into currency in order to replenish the petty 
cash fund $100.00 

Received a sight draft from Farrington and Hoyt 
for the amount of their indebtedness to us drawn on 
H. C. Cole and Company, Chicago. The draft was 
paid by Cole and Company upon presentation. 

February 26 

Paid by check: 

To Rice and Downing, in settlement of their in- 
voice of February 16, less 3% cash discount. 

To A. B. Foster Company, on account $500 . 00 

To the Red Cross Fund (charge Donations account) $100 . 00 
To A. H. Johnson, Agent, for rent of warehouse 
at 525 South Street $500.00 

February 26 

We have been notified by the Manufacturers 
National Bank that it has received a sight draft 
for $780 drawn on us by the Manchester Cotton 
Mills, and attached to a bill of lading representing 
merchandise shipped from Manchester, N. H. We 
have written a check for the sum named to the order 
of the bank. Upon delivery of the check, the bank 
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handed us the bill of lading, which we have pre- 
sented to the raikoad as evidence of ownership. 

Make an entry in the Purchases Journal crediting the Man- 
chester Cotton Mills for the invoice cost of the goods, and an 
entry in the Cash Book charging them for the amount of the 
check drawn. 

Paid freight on shipment from Manchester, N. H. 

by check $67.80 

The following sales have been made: 
Kean and Johnson, Chicago, terms 2/10, 

N/60 $946.81 

Gifford Dry Goods Company, Chicago, terms 

a/c 30 days $1,537.50 

Purchased from the OflBice Supply Company a 
typewriter for $80. They have allowed us $25 for 
an old typewriter which has been carried on the books 
at $60, and we give them our check for the balance 
due. 

Febniary 28 
Received these checks : 
From H. C. Baker, in settlement of our bill 
of February 18, less 2% cash discount. 

From R. A. Waters and Company, for our bill 
of February 18, less 2% cash discount. 
Paid from petty cash: 

Postage $14.50 

Stationery for office 26.00 

Cleam'ng and sweeping 12.00 

Telegrams 1 . 65 

Paid the following items by check: 

Teaming inward $38.75 

Teaming outward 47.00 

Telephone charges for February 15.60 

Electric light bill for February 64.35 

Salesmen's traveling expenses 290.87 

Salesmen's salaries for the month 527.50 

Credited the partners for their salaries for the 

month. 

Mr. Wilson's salary is to be charged one-half to Buying and Receiving 
Expense and one-half to Selling Expense. Mr. Wheeler's salary is to be 
charged to General Administrative Expense. 
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CLOSING THE BOOKS 

The bookkeeper will proceed to foot and rule the books of entry, 
post to the General; Sales, and Purchases Ledgers, and take a 
trial balance of the General Ledger. 

The footing of the "Discounts on Sales" column in the Cash 
Book must be analyzed, the proper amounts being charged to 
Discounts on Sales and to Discounts on Notes Receivable. 
Where the number of notes receivable discounted is large a 
special column should be provided for discounts charged by the 
bank. . In cases where notes are discounted only occasionally 
the discounts may be placed in the column for discounts on sales, 
which is analyzed at the end of each month. 

The inventory of merchandise on hand taken at the close of 
business February 28 is $26,519.96, which figure includes invoice 
cost and the proper portion of the freight and hauling inward 
and of the buying and receiving expenses. 

The bookkeeper will make and post the necessary adjusting 
entries, as follows : 

1. Stationery and supplies on hand; general office, $19.50; 
sales department, $6.50; receiving department, $8.00. 

2. Adjust the Insurance Prepaid account so that its balance 
will represent the unexpired insurance as of February 28. 

3. Bring onto the books the liability for accrued salaries and 
wages for the five days (five-sixths of a week) ending February 28. 
Make the accruals on the basis of the pa3rroll of February 21. 

4. Taxes have accrued for the month of February; on the 
building, $36.40, on stock of merchandise, $17.65. 

5. Bring onto the books the accrued interest to date at 7% on 
A. B. Carter and Company's note in our favor dated February 10. 

6. Bring onto the books the interest accrued on the 33^% 
Liberty Bonds from December 15 to date. 

7. Interest on interest-bearing notes payable has accrued to 
date as follows: 

On note in favor of Marion Mills Corporation, dated January 

12, at 6%. 
On note in favor of Columbia Print Works, dated February 4, 

at 6%. 

8. Accrue the interest on the mortgage payable, for the month 
of February, at 6%. 

9. Depreciation on the building is figured on the basis of an 
estimated life of thirty years. 
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10. The estimated life of the furniture and fixtures is six 
years. The cost of the fixtures in the sales department is $1500; 
in the general office, S837.50. 

11. It is decided to set aside a further reserve for loss on 
doubtful accounts amounting to 2% of the gross sales for the 
month. 

After the adjusting entries have been posted the bookkeeper 
will take an adjusted trial balance, and will prepare a profit 
and loss statement for the month ending February 28 and a 
balance sheet as of February 28. Acting as ledger clerk prepare 
schedules showing the amounts due from customers and to credi- 
tors, and see that the totals are in agreement with the respective 
controlling accounts. 

Make and post the entries necessary to close the books, using a 
Trading account, balance the ledger accounts and take a proof 
trial balance. 

In preparing the balance sheet and profit and loss statement it is sug- 
gested that the items be classified in accordance with the arrangement of the 
accounts given in the list on pages 112 to 114. 

In making the closing entries, it should be borne in mind that the expenses 
of buying and receiving have been considered as a part of the cost of goods 
purchased so that the accounts representing this class of expenses should be 
closed into Purchases. 

The student will hand the completed set to the instructor 
for examination. 



CHAPTER XVII 
FINANCIAL STATEMENTS 

EXERCISE 24 

GRISWOLD AND THOMAS 

Trial Balance, December 81, 1917. (Before adjusting) 

Cash $4,576.00 

Customers' Accounts 36,225 .00 

Notes Receivable 7,140.00 

Mdse. Inventory December 31, 1916 25,899.00 

Furniture and Fixtures 5,260.00 

Reserve for Depreciation of Furniture and Fixtures 1,052 . 75 

Accounts Payable 15,214.00 

J. B. Griswold— Capital 40,000.00 

B. F. Thomas— Capital 35,000.00 

J. B. Griswold— Drawings 6,000.00 

Purchases $94,551.25 

Sales 130,904.75 

Salaries of Salesmen 18,479 . 15 

General Store Expense 6,020.85 

Office Salaries 8,925.00 

Insurance 425 .00 

Rent 7,500.00 

Freight In 1,550.00 

Express Out 374.00 

Interest 743.75 



$222,915.25 $222,915.25 



Merchandise on hand December 31, 1917, $27,803.50. 

1. Add 10% of cost of furniture and fixtures to the reserve account. 

2. Uncollectible accounts estimated to be 1 % of the Net Sales. 

3. There is one note receivable of $2400 bearing interest at 6% dated 
September 3, 1917, at 6 months. 

4. Four days' salary is due to the office clerks whose aggregate salaries 
are $175 per week. 

5. Insurance premiums unexpired, $125. 

6. The rent, $600 per month is paid one month in advance on the 15th day 
of each month. 
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7, Nine-tenths of the floor space is devoted to selling goods and one-tenth 
to office purposes. Close the Rent account and charge the proper 
expense accounts. 

Partners share the profits or losses in the same proportion as their in- 
vestments. 

Required: 

1. Adjusting Entries 

2. Working Sheet 

3. Profit and Loss Statement 

4. Balance Sheet 

6. Closing Entries. (Use a Trading and a Cost of Goods Sold account.) 



EXERCISE 26 

HARTLEY AND BRENNAN 

Trial Balance, March 31, 1918. (Before adjusting) 

Land and Buildings $40,000.00 

Reserve for Depreciation of Buildings 3,000.00 

Motor Truck 1,800.00 

Reserve for Depreciation of Motor Truck 360.00 

Furniture and Fixtures 850.00 

Reserve for Depreciation of Furniture and Fix- 
tures 200. 32 

Cash 3,145.80 

Accounts Receivable 78,605.00 

Inventory of Mdse. on hand March 31,1917 35,280 . 60 

Mortgage Payable 10,000.00 

Accounts Payable 36,235.95 

A. B. Hartley— Capital 49.000.00 

A. B. Hartley— Personal 100.00 

H. E. Brennan— Capital 47,000.00 

H. E. Brennan— Salary 45. 00 

Purchases 125,680.75 

Purchase Returns 2,884. 90 

Sales 174,024.70 

Sale Returns 3,280. 76 

General Administrative Expense 9,422 . 25 

Selling Expense 15,670.81 

Delivery Expense 1,580.00 

Garage Supplies 710.00 

Real Estate Expense 6,250.00 

Interest on Mortgage Payable 375 . 00 

1322,750.87 $322,750.87 
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In making the adjusting entries the following conditions are. 
to be considered: 

Merchandise on hand March 31, 1918, $34,250.78. 

Depreciation of buildings (valued at $25,000) 3% per annum. 

Depreciation of furniture and fixtures 10% per annum to be 
charged one-tenth to General Administrative Expense and nine- 
tenths to Selling Expense. 

A sale of $2800 made and delivered previous to March 31, 
1917, was entered on the books April 1, 1917. 

Three months' interest at 5% is accrued on the mortgage 
payable. 

The balance of the Real Estate Expense account is to be dis- 
tributed nine-tenths to SelUng Expense and one-tenth to General 
Administrative Expense. 

Each partner is to be credited with 6% interest on his invest- 
ment before there is any division of profit or loss. The capital 
accounts of the partners are to remain unchanged and all post- 
ings of interest, net profit, etc. are to be made to the personal 
accounts. It is agreed that the profits or losses shall be shared 
equally. 

As the $100 charged to Hartley's personal account was with- 
drawn March 31, 1918, no interest should be charged on this 
item. 

The credit balance of Mr. Brennan's account, $45, represents 
salary not drawn and should be included with the liabiUties. 

Garage supplies on hand valued at $30. 

Close Garage Supplies account into Delivery Expense. 

The motor truck being used for both inward and outward 
hauling the total delivery expense is to be distributed equally 
between Purchases and Outward Hauling. 

Required: 

1. Adjusting Entries 

2. Working Sheet 

3. Profit and Loss Statement 

4. Balance Sheet 

5. Closing entries 

Interest on Partners' Capital and Drawings. — The charging 

of interest on investments and drawings has a two-fold purpose: 

1. To determine the actual business profits after allowing for a 
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normal return on the investment. In other words, a business 
is expected first of all to show a legitimate return on the capital 
invested; all profits realized in excess of the interest return 
are regarded as the true business profits. 

2. To serve as a means of making an equitable adjustment of 
irregular investments and drawings. 

If interest is not allowed on partners' capital, the effect is as 
follows: 

1. If investments are equal and profits are shared unequally 
that partner loses who is entitled to the smaller share in the 
profits. 

2. If profits are shared equally, investments being unequal, 
that partner loses who has the larger investment. 

It follows that the only circumstances under which neither 
would lose would be in case of profits being shared in proportion 
to investments, with proportionate drawings made at the same 
time. 

When interest is allowed on each partner's investment, an 
adjustment entry should be made charging Interest on Part- 
ners' Capital and crediting the Capital account, or Drawing 
account of each partner if a Drawing account is kept. 

Interest should be reckoned on the capital at the beginning 
of the period; any additions to capital made during the year 
would be entitled to interest for the time it was employed. 

If drawings are made against investments interest should be 
charged on each drawing from the date the withdrawal was made 
to the end of the period. An adjusting entry should be made 
charging the partners' Capital or Drawing account, if one is 
kept, and crediting Interest on Partners' Capital. 

In reckoning interest on capital and drawings, it is customary 
to use a normal interest rate, commonly 5 or 6 per cent. 
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EXERCISE 26 

LEE AND HENDERSON 

Trial Balance, June 30, 1917 

Real Estate $11,056.00 

Delivery Equipment 1,009.80 

Reserve for Depreciation of Delivery Equipment 

Office Equipment 749. 50 

Reserve for Depreciation of Office Equipment . . 

Cash 1,240.68 

Accounts Receivable 10,622.24 

Notes Receivable 1,728.00 

Inventory, December 31, 1916 8,149.45 

Mortgage Payable 

Accounts Payable 

Notes Payable 

Notes Receivable Discounted 

P. J. Lee, Capital 

P. J. Lee, Salary 

J. H. Henderson, Capital 

J. H. Henderson, Salary 

Purchases 34,508.69 

Purchase Returns 

Sales 

Sales Returns 502. 70 

Freight Inward 1,380.60 

Insurance on Stock in Store 70 . 00 

SelHng Expense 7,674.69 

Delivery Expense 1,276.00 

Real Estate Expense 1,293.76 

Commission Expense 275 . 60 

General Administrative Expense 5,727 . 95 

Purchase Discount 

Interest on Notes Receivable 

Sales Discount 2,194.25 

Interest on Notes Payable 160 . 45 



69.20 
143.70 



5,000.00 

5,475.83 

3,125.00 

500.00 

10,991.56 

50.00 

10,991.56 

50.00 

75.90 
52,889.17 



215.64 
42.80 



$89,620.36 $89,620.36 

Inventory of merchandise on hand, June 30, 1917, $7,468.95. 

Insurance unexpired on stock, $35; on real estate, $75. 

Postage stamps and stationery on hand, $55.60. 

Driver — 3 days' wages accrued, $9. 

Salesman — 3 days' wages accrued, $20. 

Interest accrued on Notes Receivable, $27.80. 

Interest accrued on Notes Payable, $31.40. 
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Office furniture costing $100 has been discarded during the 
period and sold for $25. The only action taken was to debit 
Cash and credit Sales. New furniture costing $105 was pur- 
chased January 1, 1917 and chaiged to Purchases. Make 
entries to correct errors and to place the transactions properly 
on the books. 

Depreciation of Office Equipment, 15% per annum. (Calcu- 
late depreciation on the adjusted balance of Office Equipment 
Account.) 

Depreciation of Delivery Equipment, 10% per annum. 

Depreciation of Buildings, 5% per annum. (Buildings are 
valued at $8000.) 

Set up a reserve of 1 % on net sales to provide for loss on bad 
accounts. 

The partners instruct you to close their respective shares of 
profit or loss into their capital accounts. 

Required: 

1. Adjusting Entries 

2. Profit and Loss Statement 

3. Balance Sheet (fixed assets first) 

4. Closing Entries 

The function of the Notes Receivable Discounted account 
which is used for the first time in the above exercises, is as follows: 



Notes Receivablb Discounted 



DehU: 

With the face value of notes and 
drafts under discount when paid or 
dishonored by the parties responsible 
for payment. 



Credit: 

With the face value of all notes 
and drafts discounted or transferred 
before maturity. 



The balance of this account, normally a credit, represents the face value 
of notes discoimted or transferred but not paid by the parties responsible 
for payment. It should be deducted from the debit balance of the Notes 
Receivable account in order to determine the amount of notes receivable 
actually on hand. This deduction may or may not be shown on the Bal- 
ance Sheet. 
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The object of keeping this account is to show on the books the 
contingent liability on account of discounted and transferred 
notes; that is, if the party originally responsible for payment 
dishonors the note at maturity the bank or the transferee will 
look to the concern for payment. Until this contingent liability 
has been removed it should be shown on the books. On the Bal- 
ance Sheet this subsidiary liability should be shown in the form 
of a foot note to the effect that the concern has outstanding cer- 
tain notes receivable under discount. When discounted or trans- 
ferred notes are actually paid an entry is made charging Notes 
Receivable Discounted and crediting Notes Receivable.. 

The method of handling dishonored notes receivable depends 
on whether they are held by the concern at the time of dishonor 
or are under discount. In the first instance a Journal entry 
should be made charging the party responsible for payment and 
crediting Notes Receivable. Protest fees and other expenses 
should be charged to the proper party through the Cash Book. 
In the second instance the concern will probably be called upon 
to take up the amount of the note in cash. The face of the note 
plus the expenses of protest should be charged to the proper 
party through the Cash Book and a Journal entry made charging 
Notes Receivable Discounted and crediting Notes Receivable. 
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GENTHSR AND HILL 

Trial Balance, May SI, 1918. (After adjusting) 

Real Estate $30,000.00 

Reserve for Depreciation of Building 157. 50 

Auto Truck 1,800.00 

Reserve for Depreciation of Auto Truck 540 . 50 

Store Furniture and Fixtures 4,180.00 

Reserve for Depreciation of Store Furniture and 

Fixtures 1,201.75 

Office Equipment 900 . 00 

Reserve for Depreciation of Office Equipment . . 258 . 75 

Cash 5,280.25 

Accounts Receivable 18,245 . 51 

Reserve for Loss on Bad Accounts 547 . 37 

Notes Receivable 3,160.00 

Mdse. Inventory, February 28, 1918 10,290.80 

Taxes on Stock Prepaid 62 . 50 

Taxes on Real Estate Prepaid 175 . 00 

Accounts Payable 14,566 . 86 

Notes Payable 8,000 . 00 

E. W. Genther, Capital 26,000.00 

J. B. Hill, Capital 23,000.00 

Sales 51,647.50 

Sales Returns 1,260.70 

Purchases 40,215.00 

Purchase Returns 1,325 . 00 

Freight In 1,783.50 

Selling Expense 8,951 . 05 

General Administrative Expense 1,817 . 25 

Purchase Discount 720. 20 

Interest on Notes Receivable 21 . 50 

Interest on Notes Payable 60 . 00 

Loss on Bad Accounts 547 . 37 

Real Estate Expense and Income 742 . 00 

$128,728.93 $128,728.93 



Merchandise Inventory, May 31, 1918 (cost) $13,240.43. 

After the above adjusted trial balance was made, Messrs. 
Genther and Hill decided that additional adjustments were 
necessary to record the following conditions: 

An I. 0. U. for $100 which has been carried as cash is now 

known to be worthless. 
Accounts receivable amounting to $250 are uncollectible. 
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Store furniture which cost $200 has been discarded as 
(rf no value. 

A typewriter, for which $85 cash was paid May 29th, was 
charged to General Administrative Expense. 

One note receivable of $2000, due July 3, was discounted at 
6% on May 15. The firm wishes the contingent liability 
and interest prepaid as of May 31 shown on the books. 

Mr. J. B. Hill has been paid a salary of $250 per month 
which was charged to General Administrative Expense. 
Mr. Hiirs time during the period just closed has been 
given one-half to buying, one-third to selling, and the 
remainder to office work. Make adjustments accordingly. 

The net profit or loss is to be shared by the partners in the 
same proportion as their investments as shown on the above 
trial balance. 

Required: 

1. Adjusting Entries. 

2. Working Sheet. 

3. Profit and Loss Statement. 

4. Balance Sheet. 

5. Closing Entries. 



CHAPTER XVIII 

MODEL EXERCISE AND MODEL FORMS 

The following exercise consists of a series of transactions 
running through the month of January and illustrative of a 
simple wholesale business conducted by J. B. Holland. 

In the illustrations of the books of original entry which follow, 
these transactions are shown as having been recorded in the 
journal, cash book, purchases journal, and sales journal. The 
work is then shown posted to the ledger, after which a trial 
balance has been taken, financial statements prepared, and the 
ledger closed. 

As a preliminary study of the books of original entry used, 
and of the process of posting, taking a trial balance, preparing 
statements and closing the ledger, it is suggested that the follow- 
ing work be done as a class exercise: 

(a) Trace all transactions into their proper books of entry. 

(6) Observe the closing of each book preparatory to posting. 

(c) Trace the posting of each debit and credit to the proper 
ledger accounts. 

(d) Follow the process of taking the trial balance. 

(e) Study the construction of the financial statements. In 
preparing the statements the inventory of merchandise as of 
January 31 is stated at $4850. 

(/) Study the closing entries, follow their posting to the 
ledger, and the balancing of the ledger accounts. 

January 

1. J. B. Holland begins business as a wholesale merchant, in- 
vesting cash, $5000. 

2. Paid rent for January in cash, $300. 

2. Bought for cash office furniture and equipment, $750. 

3. Purchased goods from Babb & Co. for $1250, terms net 
cash 1%. 
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3. Bought goods from A. W. Macomber for $748.50, terms on 
account 60 days. 

4. Sold a bill of goods to Partridge & Co. for $450. (All sales 
are on accoimt unless otherwise stated.) 

6. Sold goods to G. H. Moore for $367.48. 

6. Sold goods to Richard Baker Co., $472.50. 

6. Cash sales for the week, $145.75. 

8. Paid salaries of office help, $50; salesmen, $200. 

8. Paid Babb & Co. for bill of the 3d, less 1%. 

9. Sold Partridge & Co. a bill of goods, $175. 

10. Sold Richard Baker Co. goods amounting to $270. 

10. Bought goods of A. J. Wilkinson Co*, 30 days, $1049.75. 

11. Purchased from Babb & Co. goods, $1475, terms 15-day note. 

12. Sold G. H. Moore on account goods for $254.70.. 

13. Give Babb & Co. a 15-day note dated January 11th in pay- 
ment of invoice of 11th. 

' 13. Received cash of Partridge & Co. for bill of 4th less 1 %. 
16. Received of G. H. Moore a 10-day note with interest for $250 

and a check in payment of bill of 5th. 
16. Paid salaries for last week; office, $50; salesmen, $200. 
16. Received of Richard Baker & Co. $300 on account. 
16. Received of G. H. Moore $150 on account. 

16. Bought of A. W. Macomber goods amounting to $1575. 

' 17. Bought of A. J. Wilkinson Co. goods amounting to $2500. 

17. Sold to Partridge & Co. goods to the amount of $945.70, 
terms 10-day note. 

18. Sold to G. H. Moore goods to the amount of $845.42. 

18. Received of Partridge & Co. a 10-day note with interest, 
dated January 17, for bill of the 17th. 

19. G. H. Moore sends a check on account, $500. 
' 20. Cash sales to date amount to $347.65. 

20. Paid A. W. Macomber for bill of^th less 1%. 
Paid A. J. Wilkinson for bill of 10th less 1%. 

' 22. Bought of Babb & Co. goods amounting to $947.50. 

22. Paid salaries to January 20th; office, $50; salesmen, $200. 

' Sold to Richard Baker Co. goods amounting to $1250.20. 
J. B. Holland draws $100 on account of salary. 

23. G. H. Moore reports some of goods of last shipment were 
poorly packed and arrived in damaged condition. We 
allow him credit, $50 and send credit memorandum. 
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23. J. B. Holland takoH goodH from stock for personal use, cost, 
$140. 

23. Wo return to Bahb & Co, ^oods not like sample and unsatis- 
factory, $154. 

24. Sold Partridge & Co. goods amounting to $874.62. 
24. (five cash on a c A. W. Macomher, $500. 

26. Sold (f. H. Moore goo<ls amounting to $547.50. 

26. Received cash from G. H. Moore for note and interest 

due today. 
26. Bought of A. W. Macomber merchandise, $540. 
26. Paid our note and interest favor Babb & Co. due today. 

26. Received cash of Richard Baker Co. for balance due on 
bill of 6th. 

27. Received cash of Partridge & Co. in payment of note and 
interest due today. 

29. Paid salaries for past week; office, $50; salesmen, $200. 
Richard Baker Co. sends check on account, $800. 

G. H. Moore sends check on account, $500. 

30. Cash sales to date, $142.50. "^ 

Borrowed from bank $1000 giving note for 60 days with 
interest. 

31. Pay sundry office expense bills, $79.50. 
Pay A. J. Wilkinson on account, $1250. 

Received caA of Partridgie & Co. for bill of 9th, $175. 
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Acceptances (see "Drafts and Ac- 
ceptances" and "Trade Ac- 
ceptances") 
Acceptances. Payable Account 

function of, 85 
Acceptances Receivable Account 

function of, 84 
Accounts 

accrued and prepaid items, 95-98 

cash (see "Cash Account") 

classes of, 2, 37 

controlling, 88-92 

cost of goods sold, 63 

definition of, 2 r 

drafts and acceptances, 84-85 

expense (operating), 14, 15, 16 

freight and cartage in, 13 

freight and cartage out, 108 

goodwill, 110 

interest and discount, 29, 30, 31 

notes payable, 10 

notes receivdble, 10, 136 

partners' (see "Partners' Ac- 
counts") 

personal (see "Personal Ac- 
counts") 

practice set, 68, 112-113 

property and equipment, 16, 17 

proprietor's (see "Proprietor's Ac- 
counts") 

reserves, 99-103 

securities owned. 111 

with trading goods, 12-13, 61, 63 
Accounts Payable 

controlling account for, 9, 89-92 

definition of, 8 

special ledger for, 89-92 
Accounts Payable Account 

as controlling account, 88-92 

function of, 9 



Accounts Receivable 

controlling account for, 8, 89-92 

definition of, 8 

special ledger for, 89-92 
Accounts Receivable Account 

as controlling accoimt, 88r-92 

function of, 8 
Adjusting Entries 

description of, 93-p94 

exercises in, 104,' 105, 107, 109, 
131, 132, 135, 138 

for practice set, 129 

on working sheet, 59 

purpose of, 93 
Assets 

current, 38 

deferred charges to profit and loss, 
38 

definition of, 3 

fixed, 38 

B 

Bad Accounts (see "Loss on Bad 

Accounts") 
Balance Sheet 

definition of, 3 

exercises in, 39, 58, 60, 64, 65, 66, 
107, 109, 131, 132, 135, 138 

model form for, 153 

preparation of, 38 
Bank Draft 

description of, 54 
Bank Statement 

description of, 47 

reconciliation of, 47-49 
Bill 

description of, 41 
Bill of Exchange (see "Drafts and 

Acceptances") 
Bill of Lading 

attached to draft, 50 

description of, 41 
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Bookkeeping 

definition of, 1 
Books of Entry 

books of original entry, 2 

cash book (see ''Cash Book") 

for practice set, 67-68, 112-114 

journal (see " Journal' 

purchases journal (see " Purchases 
Journal'') 

sales journal (see ''Sales Journal ") 
Buildings Account • 

function of, 17 
Business 

classes of, 4 
Business Papers 

articles of copartnership, 54 

bank statement, 47-49 

bill, 41 

bill of lading, 41 

check, 44, 46, 49, 54 

check book, 47 

customers' statement, 41, 43 

deposit slip, 47, 48 

drafts and acceptances, 49-54 

invoice, 41, 42 

lease, 54 

negotiable paper, 44 

pass book, 47 

power of attorney, 54 

promissory note (see "Promissory 
Notes") 
Buying and Receiving Expense 
Account 

function of, 14 



Capital 

average, 56 

definition of, 3 

rate of profit on, 56 
Capital Stock 

controlling account for, 89 
Cash Account 

function of, 7 
Cash Book 

columnar (see "Columnar Cash 
Book") 

description of, 23, 87 



Cash Book 

exercises in, 24, 25, 27, 35, 65, 66, 87 

for petty cash, 115, 116 

for practice set, 68, 114 

model forms for, 144r-145, 156-157 
Cashier's Check 

description of, 54 
Check 

cashier's, 54 

certified, 49 

check book, 47 

description of, 44 

form of, 46 
Check Book 

description of, 47 
Closing Entries 

description of, 39 

exeircises in, 40, 58, 60, 64, 65, 
107, 109, 131, 132, 135, 138 

for practice set, 83, 130 

model form for, 154 
Closing the Ledger (see "Closing 

Entries") 
Columnar Cash Book 

description of, 87 

exercise in, 87 

for practice set, 114 

model form for, 156-157 
Controlling Accounts 

accounts payable, 88-90 

accounts receivable, 88-90 

capital stock, 89 

exercises in, 90-92 

expense, 89 

purpose of, 88 
Copartnership 

articles of, 54 

definition of, 3 
Corporation 

definition of, 3 
Cost of Goods Sold Account 

function of, 63 
Credit and Collection Expense Ac- 
count 

function of, 15 
Creditor 

definition of, 8 
Creditors' Ledger (see "Accounts 
Payable ") 
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Currency Disbursements 

from general funds, 114 

imprest fund, 116 

methods of, 114 

petty cash book, 115 

petty cash fund, 115 

vouchers for, 116 
Current Assets 

definition of, 38 
Current Liabilities 

definition of, 38 
Customers' Ledger (see "Accounts 

Receivable") 
Customers' Statement 

description of, 41 

form of, 43 



D 



Debit and Credit 

application of, 2 

exercises in, 6, 17, 18, 20, 21, 33, 
64 

rules for, 5 
Debtor 

definition of, 8 
Deferred Charges to Profit and Loss 

definition of, 38 
Delivery Expense Account 

function of, 15 
Deposit Slip 

description of, 47. 

form of, 48 
Depreciation of Fixed Assets 

accounts with, 101, 102 

elements of, 101 

exercises in, 104, 105, 107, 109, 
131, 132, 135, 138 

methods of accounting for, 100 

necessity of providing for, 99 
Discoimts 

accounts with, 30, 31 

cash discounts, 31-32 

exercises in, 32 

terms of payment, 31-32 

trade discounts, 33 
Discount on Notes Receivable Ac- 
coimt 

function of, 30 
11 



Discounts on Purchases Account 

function of, 31 
Discounts on Sales Account 

function of, 31 
Double Entry 

underlying principle of, 1 
Drafts and Acceptances 

accounts with, 84, 85 

bank draft, 54 

definition of, 49 

exercises in, 85 

parties to, 49 

sight, 50, 51 

time, 50 

trade acceptance, 52, 53, 54 

with bill of lading attached, 50-52 
Drawee 

of draft, 49 
Drawer 

of draft, 49 

of note, 9 

E 

Endorsements 

blank, 9 

full or special, 9 
Exercises (see "Practice Exercises") 
Expense ^ 

classes of, 14-10 

definition of, 4 

departmentized, 14, 15, 16, 95, 97 

insurance, 95 

operating account, 14-16 

prepaid and accrued, 38, 95-98 

salaries and wages, 98 

special ledger for, 89 

taxes, 97 
Expense Items Prepaid (see "De- 
ferred Charges to Profit and 
Loss ") 



Financial Statements 
balance sheet (see "Balance 

Sheet") 
description of, 37 
exercises in, 39, 58, 60, 64, 65, 66, 
107, 109, 131, 132, 135, 138 
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Financial Statements 

for practice set, 83, 130 

model fonna for, 152, 153 

profit and loes statement (see 
" Profit and Loss SUtement '') 
Fiscal Period 

definition of, 4 
Fixed Assets 

definition of, 38 
Fixed liabilities 

definition of, 39 
Freight and Cartage In 

account with, 13 

as part of cost of goods purchased, 
61-62 
Freight and Cartage In Account 

function of, 13 
Freight and Hauling Outward Ac- 
count 

function of, 108 
Furniture and Fixtures Account 

function of, 17 

G 

General Administrative Account 

function of, 15 
Goodwill 

accoimt with, 110 

definition of, 111 
Goodwill Account 

function of, 110 



Imprest Cash Fund (see "Currency 

Disbursements'") 
Income 

definition of, 4 
Insurance 

distribution of, 95 
Insurance Unexpired Account 

function of, 95 
Interest 

accounts with, 29, 30 

accrued and prepaid, 96, 97 

on capital and drawings, 133-134 
Interest Accrued on Mortgages 
Payable Account 

function of, 96 



Interest Accrued on Notes Pajrable 
Account 

function of, 96 
Interest Accrued on Notes Re- 
ceivable Account 

function of, 96 
Interest on Bank Balances Account 

function of, 30 
Interest on Mortgages Payable 
Account 

function of, 30 
Interest on Notes Payable Account 

function of, 30 
Interest on Notes Receivable Ac- 
count 

function of, 29 
Interest on Partners' Capital and 
Drawings 

affect of, 134 

entries for, 134 

purposes of, 133 
Interest Prepaid on Notes Payable 
Discounted Account 

function of, 97 
Inventory 

acooimt with, 61 

definition of, 4 

valuation of, 61 
Inventory Account 

function of, 61 
Investment (proprietor's) 

definition of, 3 
Investments (see "Securities 

Owned") 
Invoice 

description of, 41 

form of, 42 

J 

Journal 
description of, 21 
exercises in, 22, 23, 27, 35, 65, 66 
for practice set, 67, 112 
model form for, 143, 154 

L 

Land Account 

function of, 16 
Lease 

definition of, 54 



INDEX 



163 



Ledger 

closing of, 39 

creditors' or purchases, 89-90 

customers' or sales, 89-90 

definition of, 2 

exercises in, 17, 18, 20, 22, 23, 25, 
27, 35, 65, 66, 90, 91 

expense, 89 

for practice set, 68, 112 

model form for, 147-150 

posting to, 22 

special, 88-92 ' / 

stockholders', 89 
Liabilities 

current, 38 

definition of, 3 

fixed, 39 
Loss 

definition of, 4 
Loss and Gain Statement (see 
"Profit and Loss Statement ") 
Loss on Bad Accounts 

accounts with, 102 

exercises in, 105, 107, 109, 131, 
135, 138 

necessity of providing for, 102 

M 

Maintenance of Ileal Estate Account 

function of, 16 
Maker 

of note, 9 
Model Forms 

balance sheet, 153 

cash book, 144-145, 156-157 

closing entries, 154 

journal, 143 

ledger, 147-150 

model exercise, 140-154 

profit and loss statement, 152 

purchase journal, 146 

sales journal, 146 

trial balance, 151 

working sheet, 155 

N 

Negotiable Paper (see "Drafts and 
Acceptances" and "Promis- 
sory Notes") 



Net Worth (see "Proprietorship") 
Notes (see "Promissory Notes") 
Notes Payable Account 

function of, 10 
Notes Receivable Account 

function of, 10 
Notes Receivable Discounted Ac- 
count 

function of, 136 

O 

Office Equipment Account 

function of, 17 
Operating Expenses 

accounts with, 14-16 

classification of, 14 

P 

Partners' Accounts 
capital or investment 

function of, 11 
drawings or current 

function of, 11 
salary 

function of, 11 
Partnership 
admittance of new partner, 117 
articles of, 54 
definition of, 3 

interest on capital and drawings, 
133-134 
Pass Book 

description of, 47 
Percentages 
exercises in, 56-58, 64) 107, 109 
importance of, 55 
operating expenses and gross 

profit, 56 
rate of profit 
from operations, 56 
on capital employed, 56 
on cost of sales, 55-56 
on sales, 55-56 
turnover of stock, 58, 64, 107, 109 
Personal Accounts 
accounts payable (see "Accounts 

Payable") 
accounts receivable (see "Accounts 

Receivable ") 
definition of, 7 
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Petty Cash (aee "Currency Disburse- 
ments") 
Petty Cash Book 

description of, 115-116 
Posting 
description of, 22 
exercises in, 22, 23, 25, 27, 35, 65, 

66, 90, 91 
Power of Attorney 
description of, 54 
Practice Exercises 
adjusting entries, 104, 105, 107, 

109, 131, 132, 135, 138 
cash book, 24, 25, 27, 35, 65, 66, 87 
closing entries, 40, 58, 60, 64, 65, 

107, 109, 131, 132, 135, 138 
controUing accounts, 90-92 
debit and credit, 6, 17, 18, 20, 33, 

64 
depreciation of fixed assets, 104, 

105, 107, 109, 131, 132, 135, 

138 
drafts and acceptances, 85 
financial statements, 39, 58, 60, 

64, 65, 66, 107, 109, 131, 132, 

135, 138 
journal, 22, 23, 27, 35, 65, 66 
ledger, 17, 18, 20, 22, 23, 25, 27, 

35, 65, 66, 90, 91 
loss on bad accounts, 105, 107, 109, 

131, 135, 138 
percentages, 56-58, 64, 107, 109 
posting, 22, 23, 25, 28, 35, 65, 66, 

90,91 
purchases journal, 26, 27, 35, 65, 

66 
sales journal, 27, 28, 35, 65, 66 
terms of payment, 32 
trial balance, 19, 20, 22, 23, 25, 

28, 35, 65, 66, 90, 91, 109 
turnover, 64, 107, 109 
working sheet, 58, 107, 109, 131, 

132, 138 
Practice Set 

first month, 67-83 
accounts for, 68 
books for, 67-68 
closing, 83 
transactionSj 69-83 



Practice Set 
second month, 112-130 
accounts for, 112-113 
books for, 112, 114 
closing, 129-130 
transactions, 117-128 
Present Worth (see "Proprietor- 
ship") 
Profit and Loss Statement 
definition of, 4 
exercises in, 39, 58, 60, 64, 65, 66, 

107, 109, 131, 132, 135, 138 
model form for, 152 
percentages, 55-58, 64, 107, 109 
preparation of, 38 
Promissory Note 
accounts with, 10 
contingent liability for notes dis- 
counted, 136-137 
definition of, 9 
discounting of, 10 
form of, 45 
kinds of, 10 
negotiable, 9, 41 
non-negotiable, 9 
notes payable (see " Notes Payable 

Account") 
notes receivable (see "Notes Re- 
ceivable Account ") 
transfer of, 9 
Proprietor's Account 
capital or investment 

function of, 11 
drawings or current 

function of, 11 
salary 

function of. 11 
Proprietorship 
accounts with, 11 
definition of, 3 
how determined, 3 
single proprietorship, 3 
Purchases Account 

function of, 12 
Purchases Journal 
description of, 25 
exercises in, 26, 27, 35, 65, 66 
for practice set, 67, 114 
model form for, 146 
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Purchase Returns and Allowances 
Account 
function of, 13 



R 



Reserve for Depreciation of Build- 
ings Account 
function of, 102 
Reserve for Depreciation of Office 
Equipment Account 
function of, 101 
Reserve for Doubtful Accounts 
Account 
function of, 102 
Resources and Liabilities 
statement of (see "Balance 
Sheet") 



S 



Salaries and Wages AccruedAccount 

function of, 98 
Sales Account 

function of, 12 
Sales Journal 

description of, 26 

exercises in, 27, 28, 35, 65, 66 

for practice set, 67, 114 

model form for, 146 
Sales Returns and Allowances Ac- 
count 

function of, 13 
Securities Owned 

account with, 111 

valuation of, 111 
Securities Owned Account 

function of. 111 
SeUing Expense Account 

function of, 15 
Sight Draft for Collection 

description of, 50 

form of, 51 



Single Entry- 
definition of, 1 
where used, 2 
Statements 
customers' (see " Customers' 

Statement") 
financial (see "Financial State- 
ment") 



Taxes 

distribution Of, 97 
Taxes Accrued Account 

function of, 98 
Taxes Prepaid Account 

function of,. 97 
Trade Acceptances 

accounts with, 84, 85 

description of, 52-54 

form of, 53 
Trade Discounts 

description of, 33 
Trading Account 

function of, 63 
Trading Goods 

accounts with, 12, 13, 63 
Trial Balance 

adjusted, 59, 110 

classification of accounts in, 37 

description of, 19-20 

exercises in, 20, 21, 23, 25, 28, 
35, 65, 66, 90, 91, 109 

model form for, 151 

post closing, 40 
Turnover of Stock 

description of, 58 

exercises in, 64, 107, 109 

W 

Working Sheet 
description of, 59 
exercises in, 58, 107, 109, 131, 132, 

138 
model form for, 155 
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